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Practical. Auditing 
By R. A. IrIsu, F.1.c.A. 


(Being an address delivered to the Commonwealth Institute 
Students’ Society, N.S.W. Division, on 27th March, 1947) 


| I have addressed you many times as an apostle for the doctrine that 
@uditing is not a mechanical procedure. I wish to do so again because there 
still a tendency on the part of examination candidates to learn tedious 
iditing routine without realising the importance of the procedure nor 
Merstanding why it is carried out. This is quite evident in examination 
mmswers, as the examiners’ reports disclose. The theme of this address 
sessentially practical and I want to stress at the outset the need for an 
alytical approach to the subject. It is important to appreciate, too, some- 
hing that was said by a famous American auditor, taken from the words 
an old song—‘It ain’t what you do but the way that you do it.” 
pit will no doubt help you to arrive at a practical appreciation of auditing, 
we consider in some detail the preliminary work involved when a new 
fit is taken over. The detail of organisation is far more than perhaps 
Be text-books might suggest. 
) From time to time in practice a suggestion is made to the accountant 
t he should take over an audit previously carried out by another firm. 
When this suggestion is made, the first thought must be one of the ethical 
cedure involved. It is well established that the work must not be 
Seured as a result of touting or advertising. The reason for the prohibition 
Mtouting or canvassing for business should be quite clear to you, but in 
Bse it is not, you will readily realise that the profession would soon be 
fought into disrepute if a businessman commencing a new business im- 
tdiately found himself beset by hordes of prospective auditors. Further- 
Bore, in a professional business, a man’s best advertisement is his reputa- 
a for a high degree of knowledge and capable execution of his work. 
Similar considerations apply in relation to advertising, with one further 
ty important factor, namely, that if advertising were permitted the person 
mo is just commencing to practice on his own account would have a very 
Micult time, in as much as the large firms could obviously swamp him 
on advertising expenditure. 
pit is not regarded as sufficient to justify nomination against an existing 
Mitor that an approach should be made by, say, one disgruntled share- 
der of a company. It is expected that an auditor will not stand against 
Bother professional man unless he is sought after by an influential body 
Eopinion. Very often this approach may come from several members of 
Board of Directors or from a group of shareholders intent on dis- 
sing the Directors, the auditor and other various officers. Whichever 
it comes it must indicate a good volume of support for his candidature. 
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The last and most important feature on the ethical side is the matter 
of approaching the predecessor. It is in fact very vital to make this approach 
and it should preferably be done personally rather than by letter. 

The object is to ascertain whether the previous auditor has any objec- 
tion or knows of any reason why you should not accept the particular 
work. Quite frequently it will be found that the previous auditor is being 
replaced because he has stood fast on some point of principle, and if such 
a stand meant that a man would lose the work and that it would be accepted 
by some other firm, there would be not much value in upholding principles 
which, after all, are vital if the profession is to be held in high esteem. 

Only recently I was discussing with a well-known practising accountant 
the general matter of etiquette and ethics and he mentioned a case which 
he had had some years before, where he was approached by certain 
Directors of a limited company to stand for election against a very big 


















firm in Sydney. He interviewed the senior partner of the other firm and Havesti; 
was thereupon given certain information which caused him to say to the dit 2 
Directors of the company that they had better accept the advice of that § It is 
firm or they would probably go to gaol. In fact, as you can see, the approach jphich 























to the predecessor is not only a matter of courtesy but is also a matter of jBccoun 
safety first. n conf 
Once the matter of ethics has been fully complied with, it is necessary JBpon 0 
to see that there is a contractual definition of the auditor’s position. Very § 1am 
frequently this will be governed by statute as, for example, where he is icles 
appointed auditor to a limited company. It is to be remembered that it is qBetail c 

not possible to override the duties imposed by statute, though it is known est. 
that in New South Wales there are occasions where an auditor may con- § Most 
tract to do a restricted audit in view of the fact that the Directors and fe not. 
the shareholders are in active control of the business and therefore do not Bourse « 
require a supplementary audit of work done by themselves. There is Me Me: 
some doubt as to the legality of such a procedure in view of the provisions ma ho’ 
of the New South Wales Companies Act, and if it should be done, the Fo 
minimum precaution to be taken would be to make a full statement in ing 
the auditor’s report as to what work had been performed. ot any 
There is usually an exchange of letters, however, when an auditor is Ht obvi 
appointed, and in the case of a partnership such an exchange of letters @ Jn an 
should define clearly what work he is expected to do. In the case of a #thad 
limited company, despite the exchange of letters it is also necessary for #§ Anoth 
the auditor to examine the relevant resolutions by Directors or share- @rector 
holders, as the case demands, to be. certain that he is properly appointed. panting 
One of the most important features in the planning of a new audit is HBMployec 
the careful study of basic documents. With 
In the case of a partnership, it is particularly necessary to pay close #sfer 
counts 





attention to the partnership agreement. In so far as this may affect accounts, 






any breaches should be reported to the partners. The particular aspects I tecal 
which may so be investigated are the contributions of capital, the permitted _, 
erally 





drawings, the sharing of profits and such like. It is regarded as partici 
larly important to inform the partners if there has been a breach of the 
agreement because a partnership is usually in operation only where the 
business is relatively small and therefore in consequence the particular 
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partner’s education in business matters and accounts is, generally speaking, #* iber 
quite limited. side th 
There are several documents to be studied when the audit of a company #P'Sually 








is being taken over, the principal being the Certificate of Incorporation, MPPs a 
the Prospectus, the Certificate entitling the company to commence business, #4 of co 
the Memorandum and Articles of Association, relevant Acts, Agreements, #?*ecure 

e vit: 





and the last Balance Sheet, Directors’ Report and Auditor’s Report (ifi 
is not a new company). 








strated 
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“® Cases have been known where a company has claimed to be incorporated 
Mehen it was not, and it is rather important to establish that it is properly 
corporated and entitled to commence business. 
The Prospectus must be studied with some care, as I have known cases 
here there was either a misstatement in the Prospectus or some failure 
carry out one of its provisions, with the result that the initial share 
sues were quite invalid and people registered as shareholders were 
mtitied to have the register rectified and their money returned. In at 
mst one case, fresh applications had to be secured from all shareholders 
cause the auditor discovered that the Prospectus had not been complied 
vith. 
I cannot overrate the importance of the Memorandum and Articles of 
ociation. My experience has shown that all too often these documents 
studied and then put away. It is necessary, quite apart from the initial 
westigation, to have them at your elbow right through the conduct of the 
wdit and to see that they are in fact properly observed. 
It is naturally essential also to have an understanding of relevant Acts 
ich may govern the particular business, especially in the matter of 
counts, as sometimes it is found that the Memorandum and Articles are 
nconflict with the law so that the provisions of the Statute would there- 
pon override them. 
Iam particularly keen to stress the importance of the Memorandum and 
ticles of Association, and in order to do so will give you a little more 
tail on some of the things which have been found to be wrong in the 


Most transactions, you will realise, are quite straightforward, but others 
fe not. On occasions it has been found that a company has taken a certain 
burse of action which was quite beyond the powers conferred upon it in 
he Memorandum of Association. In one case, a company was carrying 
na hotel but had in fact no power to carry on a business of that kind at 
l. Fortunately, the particular hotel had, like most of its kind, been 
ing satisfactory profits or the Directors could have been responsible 
© any loss which had resulted and if the auditors had failed to detect 
obvious breach, it is conceivable that they too may have been liable. 
In another instance, a company had taken shares in a further company 
it had no power to do so. 
Another very common fault is the payment of retiring allowances to a 
Mrector when the Memorandum of Association limits such power to the 
fanting of allowances to employees only. In law, a Director is not an 
ployee (I am not speaking from the taxation angle at the moment). 
With the Articles of Association, such things as the issue of shares, 
ansfer of shares, borrowing powers, meetings, directors, dividends, 
tounts and audit are clauses which all require very close scrutiny. 
I recall a case where a company had what are known as pre-emption 
uses in its Articles in relation to transfers of shares. Such clauses 
merally provide that when a member wishes to sell his shares he must 
tify the company that he wishes to sell and state the fair value. The 
mpany is then constituted his agent to offer those shares to existing 
tmbers and the transferror is obliged to sell at the fair price to any 
ember who may accept. He is, furthermore, prohibited from selling 
tiside the existing members unless they fail to buy at the fair value, which 
tsually fixed by the auditor anyhow. However, I have known an auditor 
pass a share transfer which was quite a complete breach of such clauses 
i, of course, the transfer had to be upset at a later date and the proper 
wkedure followed. 
The vital character of the clauses relating to borrowing powers is well 
istrated by a very old English case in which the directors were required 
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before borrowing £1,000 on security to obtain the consent of shareholé 
In this particular case the directors advanced £2,500 to the company the 
selves without having such sanction and it was held that they were u 
to claim security of more than £1,000 against the company. 

It may be wondered why it is necessary to see that meetings are prope 
convened and constituted, but it will be remembered that at those meetir 
directors and auditors and such like are appointed and, if the meeting 
not properly constituted, such appointments would not be valid and j 
consequence the acts of such directors could be tainted. Therefo 
obviously to the extent that the auditor is relying upon acts of sy 
directors, he may find that he has insufficient authority. 

Next in the matter of planning the audit, comes the question of securig 
full details of account books, statutory records, statistical records, stock ag 
cost records, together with details of the accounting system and proced 
I regard it as very essential to get details of books other than books 
account as I am a great believer in the value of statistical information 
assist in proving the correctness of financial figures. Similarly, I consi 
that cost records can be most valuable in establishing the correctness 
certain items appearing in the private ledger. 

Although the text-book usually says to secure details of officers’ duti 
and authority, I prefer to make such an examination by personal inqui 
in practice and to analyse these details very thoroughly. 

Supplementary to this is the necessity of securing details of the interm 
check system and such details should obviously be examined very clo 
You will recall that for an internal check system there are certain ba 
precepts, such as the interlocking of duties of staff to prevent collusion, d 
importance of changing staff duties from time to time and insisting ¢ 
regular leave, the use of self-balancing ledgers and the need to ke 
accounting staff separate from the staff which has the physical handh 
of stock and cash. It is very necessary, too, to secure an overall picture 
the internal check system because I do not think that one can sit do 
and simply devise an internal check system, which has particular appli 
tion, say, to cash transactions without considering allied aspects of f 
commercial transactions which are related to that particular field, as 
example, sales, purchases, etc. 

Again it is pointed out and emphasised that the auditor must keep 
internal check system under constant review. He must see that the syste 
is not altered inadvertently through the passage of time. The effect 
working of the system must be tested thoroughly in conducting the aud 

There can be no question as to the value of having an understanding 
the working of the particular trade or business. This should be deri 
by personal inspection and a study of any special trade data which m 
be available to facilitate such an understanding. Without this backgrow 
it is very difficult to impose a proper check on the transactions which t 
place. : 

When this general information is thoroughly digested, the final stage 
the drafting of the audit programme and I must refer to the tendemg 
to-day to express such a_ programme in considerable detail. For examp 
if there are payments of a special kind which call for some special metit 
of vouching, the details involved in this should be expressed in the pi 
gramme and not covered by a general statement; e.g., “vouch cash pa 
ments.” 

It is stressed that this is the foundation only of the audit and you sh 
not consider that, once having done all this, it need not be reviewed. 
very definite warning in this direction is necessary as the subsequent al 
may otherwise be a mathematical check and that cuts right across! 
thought which I expressed at the commencement of this lecture. At! 
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0ldémmame time I want to remind you again that the important thing in the 
; thellonduct of an audit is to watch for errors of principle, and to see that 
u ansactions are legally possible and correctly carried out. Otherwise I 
opose to ignore the subsequent routine procedure in to-night’s lecture. 
ropes Lest there should be any misunderstanding as to the onerous responsi- 
\eetingmilities which are undertaken by an auditor, it has been suggested that I 
eting MBhould traverse briefly the auditor’s legal responsibility. 
and ™@ The paramount responsibility is to the client who employs him and that 
erefommient is entitled to expect the performance of his work according to 
of sudfMccepted professional standards. These standards are somewhat illusory 
br intangible and, should an action for negligence eventuate, they would 






ecuriaige established by calling expert evidence from various eminent members 
ock amit the profession who would state what they would do under the particular 
cedurircumstances. Based on this, the judge or the jury would form its opinion 


ooks @s to what should have been done. Even so, you will realise that profes- 
ation ional standards change. In the Kingston Cotton Mill case the inference 
-onsid left that an auditor could be protected by simply accepting the certifi- 
iness @te of a responsible officer as to the value of stock on hand, but the 
modern procedure in regard to stock involves not only a very careful 
” duti@ixamination of stock sheets but, particularly in U.S.A., requires the auditor 
inquiff™ perform certain physical test-checks. The auditor is, generally speaking, 
ot responsible to third parties at law, but it is my belief that he must 
intern™mave a very high regard for his moral responsibilities to third parties and 
closelffhe public, perhaps even more highly than he has to his clients, as third 
in basMfarties have no opportunity of knowing the details which support his 
sion, i/™pinion and have no chance of questioning him on the accuracy of it. It 
sting @@as been said that the appearance of an auditor’s signature on a balance 
to keg@heet gives it an added commercial value and there should be no illusions 
nandlitgia this score. 
icture @ It is, of course, accepted that the auditor does not guarantee thé correct- 
it dowgRess of what he signs. He is not an insurer, but on the other hand he must 
appli@@ixpress his opinion only after he has formed an honest and conscientious 
s of tile. To my mind this honest belief must be such that he has no reser- 
1, a8 Mtions whatsoever and after very carefully considering the whole matter 
ainot come to any other conclusion than that stated on the document 
hich he has signed. 
If the auditor falls short in any respect he may be sued for damages 
ising from his negligence, unskilful discharge of his duties, breach of 
mtract, or, possibly, for fraud, the last one being of course a criminal 
bility as well. The extent of his liability is the damage which is sus- 
 deriv@ined by his defection, but you will bear in mind that at times the directors 
ich mat equally culpable. The London Oil Storage case is a good example of 
‘kgroulgis. Here there was a discrepancy of some £700 in petty cash over a 
nich talgriod of years, but the Court awarded only £5/5/- damage against the 
iditors as they considered that the directors were even more to be blamed. 
| stage fin the other hand, if the auditor has carried out his duties properly and a 
tenden@amaud has occurred, he may not be responsible in damages at all. 
exaimpll These brief comments should serve as due warning that a very high 
| metiiandard must be expected if one is not to sail close to the edge at all times. 
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the pi@#terefore I want to impress that when you have passed your final examina- 
ash pam you are thereupon turned loose on the public to carry out work for 

tm for reward. The public is entitled to expect from you the same skill 
yu SHOWN they would get from an experienced practitioner, and it is obvious that 
ewed. Mt cannot start off with this experience. Hence, at this stage, you will 
ent auipreciate the need for a very close analytical study of the subject and an 
‘7 we tstanding of why the various routines are performed and, as a natural 


Wary, the importance of doing things thoroughly. 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.A. 


Losses OF PREVIOUS YEARS 


Section 80 (2) of the Income Tax Assessment Act provided, in j 
original form, for a deduction of losses incurred by a taxpayer in any 
the four years next preceding the year of income. By the Amending 4 
of 1947, the period of four years has been extended to seven years, 

The above amendment applies for the first time in assessments of bg 
individuals and companies based on the income of year ending 30th Jum 
1947, or substituted accounting period. In these assessments a deduetig 
will be allowed in respect of so much of any losses incurred during t 
seven preceding years as has not been allowed as a deduction in pm 
assessments. 

Example (1): 

Income year ended 30th June 
nn Asie we Ge 04 On- 4% 
Sr ee ee 
ES ee ee 
Dae tee. 9 Ae ta ek o4 
eer er 
, Freres 2s 
1947 . J 

Under the original provisions ‘of s. "80, the taxpayer was entitled 
deductions totalling £4,800 for the four years ended 30th June, 1945, 
respect of the loss sustained in 1941. However, the four-year “ca 
forward” period expired on 30th June, 1945, with the result that nop 


June, 1946. For year ended 30th June, 1947, the deduction under amen 
s. 80 (2) is as follows: 
MS I ee ae ae ee ee 
oo ae 
Less deductions in previous assessments : 
1942 
1943 
1944 
1945 


I I anna. hs aia at ae. Sew ee 


Example (2): 
Income year ended 30th June 

ae ee 
ity oe eik “go tik aa aes 
Pee 
Pra ar a  e 
rae ae 
ree ee 1,000 
EPA ere 
1948 . 

Under the original provisions of s. 80 (2), the 1940 loss « of 

would have been absorbed to the following extent: 
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ae oe tenia ce ae. O ovekt 4x 6 
nr ECL AS coo a a Se ete Fe ; 
1943 on 

1944 


Balance unrecoupable under old s. 80 (2) .. .. £3,000 


Under the original provisions, the 1942 loss of £5,000 would have been 
bsorbed to the following extent : 
fn ee Ce eee 
ar te ee li ea Re ed ee 1,000 


I ED ow ke ee Week ow ee on we oe ee 


Under the amended provisions of s. 80 (2), the unrecouped losses of 
940 and 1942 will be deductible in the assessment on the 1947 income to 
he following extent : 

1947 Profit .. .. ee £6,000 

1940 Loss—whole of unrecouped balance .. .. £3,000 

1942 Loss—portion of unrecouped balance of 


Ore eee ae a 3,000 
6,000 


Teme MOONS gw ka kk eS ae Be Ke a 2K oe Nil 


Under the amended provisions, the whole of the unrecouped 1942 loss, 
1,000, is deductible in the 1948 assessment: 
1948 Profit .. .. 


1942 Whole of unrecouped MOB oe ‘es. xa 
Se. ME 2: aw. oe. 464 06 dG 68 G6 we Os 


NR i os et eS) eS weed ad Se £3,000 


Thus, under the 1947 amendment, the whole of the losses for the nine- 
tar period have been recouped, viz. : 
ON Se rT ae eee ee ll 
of OS Pe ee ee 


Taxable income of year ended 30th June, 1948 .. .. .. £3,000 


As previously illustrated, the taxpayer has therefore gained additional 
tductions totalling £7,000 because of the extension of the four-year 
arry-forward” period to seven years: 
1940-1946 Taxable incomes .. .. .. .. .. Nil 
1947 Profit .. .. ee or Ss Se = 
ieee MOON Gli ccs ck xu 0% aaa 1,000 
£5,000 


Ree Scat es nee ee 5,000 


Total taxable incomes under previous provisions £10,000 
Taxable income under amended provisions (1948) 3,000 


ae ee eee ae ee ee £7,000 


In consequence of the above amendment, the proviso to s, 80 (2) has 
tn deleted by the Amending Act of 1947, 
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INTEREST-FREE Loans To Directors By COMPANY WHICH Pap 
DEBENTURE INTEREST 


For each of the four years ended 30th June, 1943, the taxpayer com 
pany’s balance sheets showed on the liabilities side a sum of £32,000; 
respect of 6 per cent. mortgage debentures. On the assets side of thes 
four balance sheets appeared varying sums, approximating £6,000 in ead 
year, representing amounts owing to the company in respect of interest 
free’ advances made by it to its two directors and principal shareholde 
The debentures were originally issued as part of the vendor’s consideratigy 
in respect of assets acquired on the formation of the company many yea 
before. The company still possessed these assets and employed them ig 
its trade together with other properties and large cash balances accumy 
lated out of undistributed profits. The South African Commissioner dj 
allowed a portion of the debenture interest paid on the ground that such 
portion represented interest on borrowed funds utilized in part in making 
the interest-free advances. Held, allowing the company’s appeal, that sing 
originally the debenture interest was an expense incurred in the production 
of the company’s income and nothing had been put before the Court't 
show that it was no longer so, the full deduction claimed was admissible 
((1944) I.T. Cas. No. 572 (13 S. Af. Tax Cas. 461)). “The case is not 
on all fours with one when a man borrows money on interest and then z 
part of the same transaction lends out the money without any interest; 
at p. 463. 
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Tips RECEIVED BY TAXICAB DRIVER 


The taxpayer was employed by a company as a taxicab driver. Hg 
received a definite wage, but “tips” given to him by passengers were m 
part of the bargain between himself and the company. In the course a 
his daily journeys he received a number of tips. Held, the tips wer 
assessable to tax under sched. E, r. 1, of the English Act since they arosg 
out of the taxpayer’s employment as a taxicab driver and were given 3 
a reward for services rendered by him (Calvert v. Wainwright [1947] 1 
All E.R. 282). “The principle which the authorities establish, if I under 
stand them correctly, is this. Tips received by a man as a reward fof 
services rendered, although voluntary gifts made by people other 
his employers, are assessable to tax as part of the profits arising out ¢ 
his employment if they are given in the ordinary way as a reward fo 
services, but, on the other hand, personal gifts, which means gifts to 
man on personal grounds irrespective of and without regard to the questi 
whether services have been rendered or not, are not assessable. The com 
missioners have obviously misunderstood what is meant by a personal gi 
They have not found that the tips were personal gifts, but they have fount 
that they were gifts given to the taxpayer personally, which is a tote 
different thing. Of course, every tip is given to a man personally, bu 
that merely means that it is given to him for his own benefit and not foq 
that of his employers. Having considered the authorities, the commissione 
thought that the words ‘personal gifts’ meant something given to a mal 
personally, whereas it is clear from the cases that what is meant by ‘persot 
gift’ is a condensation of the full sentence, ‘gift given on personal ground 
other than for services rendered.’ On the evidence set out in the as 
it is impossible, as a matter of law, to come to a decision other than 
these tips were assessable to income tax.” Per Atkinson J., at pp. 282- 
































Ex-AUSTRALIAN DIVIDENDS DERIVED BY RESIDENT OF AUSTRALIA 


The taxpayer, a resident of Australia, received dividends from Canadial 
companies paid out of ex-Australian income. The dividends were tax 
under Canadian legislation. Accordingly, the dividends were not exemp 



















nN each 
terest: 
olders 
ration 
- yee 

lem if 
cumu 
er di 

t such 
na. ing 
t since 
uction 
urt ‘to 
issible 
is not 
hen a 
rest, 


THE AUSTRALIAN ACCOUNTANT 211 


from income tax in the country where they were derived within the mean- 


ing of s. 23 (q) of the Income Tax Assessment Act, and prima facie the 
dividends were exempt under that provision. The Commissioner, how- 
ever, assessed the dividends, relying on s. 44, which provides that the 
assessable income of a resident shareholder shall include dividends paid 
to him by a company (whether a resident or a non-resident) out of profits 
derived by it from any source. The Commissioner contended that s. 23 (q) 
was a general provision, but that s. 44 consisted of special provisions 
dealing with dividends which should be held to prevail over the general 
provisions. Held, that s. 23 (q) and s. 44 were both specific provisions, 
and there was no reason for regarding s. 44 as more specific than s. 23 (q) ; 
accordingly the dividends in question were exempt under s. 23 (q). (Reid 
v. F.C. of T. (1947) 3 A.I.T.R:) (in course of publication). 

The above decision has been overcome by the Amending Act of 1947. 
A new subsection (1A) has been inserted in s. 44 which provides that 
the operation of s. 44 (1) shall not be affected by the provisions of s. 
23 (q). 

Section 38 of the Amending Act of 1947 provides that new s. 44 (1A) 
shall apply to all assessments, notices of which have been posted to tax- 
payers on and. after 20th March, 1947, i.e., the date of delivery of judgment 
of the High Court in Reid v. F.C. of T., supra. The benefit of the judgment 
will thus be preserved to the successful appellant and to any other tax- 
payer who has lodged a valid objection to any assessment issued prior 
to 20th March, 1947, on grounds similar to the grounds taken by the 
appellant, if the objection is undetermined. The principle of the judgment 
is also applied in any undetermined references to the Board of Review 
and appeals to the High Court or to a State Supreme Court. 


INTEREST IN DEFAULT 


The taxpayer lent £2,000 to a company. The interest fell into arrears 
and, under an agreement dated 8th April, 1932, the sum owing was stated 
to be £2,239 (“which is to be deemed to be principal money’’). Under 
the agreement the company paid sums totalling £810 which were treated 
as principal. The company failed. Some time afterwards, a guarantor 
of the debt paid £2,000 to the taxpayer in full settlement. Held, of the 
sum of £2,000 received, £571 (£2,000 — (£2,239 less £810 = £1,429)) 
represented interest and was assessable income of the year of receipt (11 
C.T.B.R. Cas. 90). 

With respect, it seems extraordinary that a taxpayer by entering into 
an agreement whereby, arrears of interest are agreed to be treated as 
principal may thereby convert assessable income into a non-assessable 
capital receipt. It is quite clear from the recent judgment of the House 
of Lords in /.R. Commrs. v. Oswald (1945) 61 T.L.R. 370, that capitaliza- 
tion of arrears of interest does not constitute payment by the borrower. 
In that case, however, Lord Thankerton approvingly quoted Lord Stern- 
dale M.R. in In re Morris [1922] 1 Ch. 126: 


“Where these sums of interest come to be paid at the end of the time 
when payment is made, although interest has been charged upon them, 
and, although as a matter of bookkeeping, they have from time to time 
been added to capital, they do not cease to be interest of money—that is 
to say, they are overdue interest upon which interest has been paid.” 


_In view of these pronouncements of the House of Lords it is con- 
sidered that the decision in 11 C.T.B.R. Cas. 90 is incorrect and that any 
sum received by the taxpayer over and above the outstanding original 
capital loans should in law have been treated as assessable interest. 








/ 
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EXPENDITURE COMPULSORILY INCURRED IN INSTALLING A SEWERAGE 
SysTEM BY OWNER OF MINE wiTtH BrieF WorKING LIFE 


The owner of a mine with an estimated working life of six years, was 
required by law to instal a sewerage system and to make a contribution to 
the cost of municipal mains to which the system was connected. Held, 
that the expenditure so incurred was of a capital nature (New State Areas 
Ltd. v. ILR. Comr. (1945) 13 S. Af. Tax Cas. 400). 


TAXPAYERS IN NORTHERN TERRITORY 


Section 23 (m) of the 1936-1946 Act exempted income derived before 
Ist July, 1947, by a resident of the Northern Territory from primary 
production, mining or fisheries in that Territory. By the Amending Act 
of 1947 this exemption has been extended for a further period of five years, 
ie., until 30th June, 1952. ; 


Motor Car AND TELEPHONE EXPENSES INCURRED IN GAINING INCOME 
FROM RENTED PROPERTY 


The taxpayer claimed deductions of £10 incurred in the use of a telephone 
in the management, letting and repair of his rent-producing properties, 
and of £10 expended in respect of the use of a motor car for the same 
purposes. Held, claim allowed (11 C.T.B.R. Cas. 42). 


EXPENSES INCURRED IN EARNING INSURANCE COMMISSIONS RECEIVED 
BY Co-OPERATIVE BUILDING SOCIETY 

A co-operative building society paid its secretary, a public accountant, 
an annual salary consisting of (a) one-half of the members’ contributions 
towards management expenses and (b) the full amount of insurance com- 
missions derived by it. The company claimed a deduction of a sum equal 
to the commission so derived. Evidence was accepted that the second sum 
paid to the secretary was remuneration for his actual insurance work and 
expenditure incurred by him in performing that work. Held, claim 
allowed (11 C.T.B.R. Cas. 44). 


SALE OF Ricut TO MINE FoR CERTAIN METALS OR MINERALS 


Section 23 (p) of the Income Tax Assessment Act has been deleted 
by the Amending Act of 1947, and in its stead there has been inserted 
a new paragraph which reads as follows: 

“23. The following income shall be exempt from income tax: 

(p) income derived by a bona fide prospector from the sale, 
transfer or assignment by him of his rights to mine, in a 
particular area in Australia or in the Territory of New 
Guinea, for gold or for any metal or mineral which is speci- 
fied in the regulations as a metal or mineral in respect of 
which this paragraph shall apply: 

Provided that, where a deduction under section one hun- 
dred and twenty-three AA of this Act has been allowed or is 
allowable from the assessable income of the taxpayer of any 
year of income in respect of expenditure on exploration or 
prospecting in that area, this paragraph shall apply to s0 
much only of the income as exceeds the sum of any deduc- 
tions so allowed or allowable: 

Provided further that this paragraph shall not apply m 
respect of a sale, transfer or assignment of any right to mine 
for a metal or mineral, other than gold, ifi— 

(i) any party or parties of the one part to the sale, trans- 
fer or assignment has or have the power (whether 
under the terms of the transaction or otherwise) to 
control, directly or indirectly, the entry into the 
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transaction by, or the activities in connexion with 
the mining rights of, a party of the other part; or 

(ii) any person or persons has or have the power 

(whether under the terms of the transaction or other- 
wise) to control, directly or indirectly, the entry into 
the transaction by, or the activities in connexion with 
the mining rights of, a party of the one part and a 
party of the other part to the sale, transfer or assign- 
ment. 

For the purpose of this paragraph ‘bona fide prospector’ 
means a person, other than a company, who has personally 
carried out the whole or the major part of the field work 
of prospecting for gold, or for the metal or mineral, as the 
case may be, in the particular area, or who has contributed 
to the expenditure incurred in the work of prospecting and 
development in that area, and includes a company which has 
itself carried out the whole or the major part of such work;” 


In its original form s. 23 (p) exempted income derived by a bona fide 
prospector from the sale by him of his rights to mine for gold in a par- 
ticular area in Australia or the Territory of New Guinea. This exemption 
has been enlarged by the Amending Act of 1947 and now extends to 
income derived by a bona fide prospector from the sale of rights to mine 
for certain other metals or minerals which are to be prescribed by the 
Income Tax Regulations. The exemption provided by new s. 23 (p) 
applies in respect of income derived by companies and individuals during 
year ended 30th June, 1947 (or substituted accounting period) and subse- 
quent years. 

The first proviso to new s. 23 (p) is a complementary provision to 
new s. 123AA also inserted by the Amending Act of 1947. Section 123AA 
allows a deduction, in the year of expenditure, of the cost of prospecting 
and exploration on mining tenures. Where a deduction is allowed under 
s. 123AA in the assessment or assessments of the prospector, the amount 
of income otherwise exempt under s. 23 (p) is reduced by the total of 
the deductions allowed under s. 123AA in respect of expenditure on 
exploration or prospecting in the particular area the subject of the assign- 
ment. 


Example (1): 

A is the owner of a mine from which he derived a net income of £5,000 
during year ended 30th June, 1947. During the same year he expended 
£1,000 in prospecting another area in respect of which he was the lessee. 
The deduction under s. 123AA is limited to the amount remaining after 
deducting from the assessable income derived from the carrying on by 
the taxpayer of a mining business, and from the activities of the taxpayer 
associated directly or indirectly with the carrying on by him of that 
business, all other allowable deductions which relate directly to that income. 
Thus A is entitled to a deduction of the above-mentioned sum of £1,000 
from the net income of the mine, £5,000. 

On Ist July, 1947, A assigned the lease of the area prospected by him 
for £10,000. it is assumed that his right to mine was for one of the metals 
or minerals prescribed by the Regulations. Of the sum of £10,000 the 
sum of £1,000, being the deduction allowed under s. 123AA in his 1946- 
1947 assessment, will be included in A’s assessable income of year ended 
30th June, 1948; the balance of £9,000 will be exempt under s. 23 (p). 


Example (2): 
Assume the same set of facts as in Example (1) except that the deduc- 
tion under s. 123AA for year ended 30th June, 1947, was £11,000; the 
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net income of the mine for 1947 being sufficient to absorb this expendi- 
ture. In these circumstances the whole of the sum of £10,000 received 
during year ended 30th June, 1948, in respect of the assignment of the 
lease will be included in A’s assessable income of that year. 

It will be seen that the combined effect of new ss. 23 (p) and 123AA is 
that a profit on the sale of a prescribed mining right is exempt vide Example 
(1), but a loss is an allowable deduction vide Example (2). 

If the relevant right to mine is for gold the whole of the proceeds of 
sale of that right is exempt under s. 23 (p) provided the vendor answers 
the description of a “bona fide prospector” as defined by that paragraph, 
This is so because s. 123AA prohibits a deduction of expenditure on pros- 
pecting for gold. : 


Example (3): 
B’s net income from a mine and his expenditure on an adjacent tenure 
over which he held an option were as follows: 
Year ended Net Income Prospecting 
30th June from Mine Expenditure 
eee £1,000 
NE sc etn. om okt shin ey £1,500 
NE 50 tid SG ian ee ae ae. £1,600 


During year ended 30th June, 1949, B exercises his option over the area 
so prospected and assigns the tenure for £10,000. 

A deduction under s. 123AA “has been allowed” from B's assessable 
income of income years ended 30th June, 1947 and 1948, of £1,000 and 
£1,500 respectively; and a deduction “is allowable” under that section 
from B’s assessable income of year ended 30th June, 1949, to the extent 
” of £1,000. 

Of the sum of £10,000 received on the sale of the mining right, the sum 
of £3,500 (1947, £1,000; 1948, £1,500; 1949, £1,000) is assessable income 
of year ended 30th June, 1949. The balance of the sum of £10,000, viz.: 
£6,500 is exempt under new s. 23 (p) provided che relevant metal or 
mineral is one of thuse specified in the Regulations. 

The above examples are based on the assumption that any sum received 
on the sale, transfer or assignment of a right to mine for metals or minerals 
is assessable except to the extent to which new s. 23 (p) grants a specific 
exemption. In the great majority of instances this assumption is firmly 
grounded because the taxpayer would be held to be carrying on a business 
or, alternatively, the sum received on assignment would represent the 
consummation of a profit-making undertaking or scheme and thus the 
profit would be assessable under s. 26 (a). In any event, if the “right 
to mine” answers the description of a lease, the amount received on its 
assignment is assessable under s. 84. Where the taxpayer establishes that 
he is carrying on a business or is engaged in a profit-making undertaking, 
that part of the proceeds which is not exempt under s. 23 (p) is taxable 
as income from personal exertion (s. 6). The foregoing examples do not 
exhaust the problems associated with the concession granted by new Ss. 
23 (p), but the remaining examples are more conveniently dealt with in 
the notes to new s. 122, which will appear in the next issue of the journal. 

The second proviso to new s. 23 (p) provides that the exemption granted 
by that paragraph shall not apply where any party to the sale has the 
power to control the other party’s entry into the transaction or the other 
party’s activities in connexion with the mining rights the subject of the 
sale, or where a third party has the power to control both parties to the 
transaction. In the absence of such a safeguard, it would have been possible 
for taxpayers so to arrange their transactions as to avoid payment of 
substantial amounts of tax justly payable. For example, a taxpayer might 
acquire a lease of a property and, by prospecting, discover the existence 
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of valuable minerals. He could assign the lease to a company of which 
he was the sole shareholder for a sum, payable by instalments, calculated 
to absorb considerably more than the total worth of the mine. But for 
the second proviso, the consideration so received would be exempt under 
s. 23 (p). On the other hand, the company which acquired the mine 
would be entitled to the sinking fund deduction provided by s. 88 (1) in 
respect of the sums paid to the taxpayer. The deductions under s. 88 (1) 
would be more than sufficient to absorb the profits of the mine. The tax- 
payer could return the sums so received to the company by way of loan 
or additional capital and the profits derived by the company from such 
reinvestment would tend to absorb the loss occasioned by the payment 
of the excessive purchase money. The second proviso is designed to prevent 
a tax avoidance of this nature. 

The second proviso to s. 23 (p) does not apply in respect of the ‘sale 
of rights to mine for gold. As officially explained, the reason for this is 
that income derived from gold mining in Australia is exempt from income 
tax and consequently the amount paid by a gold mining concern for rights 
to mine for gold does not, generally, affect the amount of its taxable income. 


ORDINARILY RESIDENT 

The taxpayer, who was domiciled in the Union. of South Africa, and 
was a director of a company carrying on business there, was requested by 
his company, because of war conditions, to go overseas to act as the com- 
pany’s buyer. He left the Union in June, 1940, accompanied by his family, 
and up till 30th June, 1942, had not returned to South Africa. In 1939, 
the taxpayer had leased a flat in Johannesburg for five years and had 
furnished it. This flat had been sublet furnished during the taxpayer’s 
absence. Held, that the taxpayer was “ordinarily resident” in the Union 
for the purpose of the South African Act, physical absence during the 
whole of the year of income not being decisive of that question. (Cohen 
v.1.R. Comr. (1945) 13 S. Af. Tax Cas. 362.) N.B.: Under the Com- 
monwealth Act, a resident includes a person whose domicile is in Australia, 
unless the Commissioner is satisfied that his permanent place of abode 
is outside Australia. 


INcoME OF Trust EsTATE RETAINS ITs CHARACTER IN HANDS OF 
BENEFICIARY 


Since the inception of Commonwealth income tax, it has been the 
practice of the Department to treat a beneficiary’s share of the income of 
atrust estate as having been derived from the same source as the income 
of the estate. As explained by the Treasurer, the effect of this practice 
is that where a trust estate derives only income from property, each bene- 
fciary’s share is assessed at the rate of tax applicable to income from 
property. Where the trust income consists solely of income from personal 
exertion (e.g., the proceeds of a business carried on by ’the trustees) each 
beneficiary’s share of that income is assessed at the rate applicable to 
income from personal exertion. Similarly, where the trust income is 
derived partly from personal exertion and partly from property, and is 
placed in a mixed fund in which the beneficiaries are entitled to share 
without regard to the source of the income, the share of each beneficiary 
8 treated as having been derived rateably from the income derived from 
each source. An annuitant, where the annuity is payable out of the net 
income of a trust estate, is treated in the same manner as a life tenant or 
other beneficiary. In respect of beneficiaries presently entitled to income 
from a business of primary production carried on by a trustee, the bene- 
fciary is deemed by s. 157 to be a primary producer for purposes of apply- 
ing the averaging provisions. 


In Syme v. C. of T. (Vic.) [1914] A.C. 1013; 18 C.L.R. 519, a business, 
B 
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formerly conducted by the testator, was carried: on by the trustees for 
the benefit of certain beneficiaries. Held (by the Privy Council), that the 
income of each of those beneficiaries, so far as it was attributable to the 
business, was “income from personal exertion” within the meaning of the 
definition contained in s. 2 of the then Victorian Act, which included, 
inter alia, “‘all income arising or accruing from any trade carried on in 
Victoria although the ‘income’ has not arisen or accrued or been . 

derived . . . from” the taxpayer’s “own personal exertion or trade.” 

The above definition should be contrasted with that contained in s. 79 
(2) (b) of the New Zealand Land and Income Tax Act 1923, which 
provides that “earned income” shall be deemed to include income derived 
by a taxpayer “by reason of his personal exertions.” Income received by 
a beneficiary from a business carried on by the trustees of an estate was 
held to be unearned income and not earned income of the beneficiary within 
the meaning of this definition (Stewart v. C. of T. (N.Z.) [1939] N.Z.LR. 
154). The decision of the Privy Council in Syme v. C. of T. (Vic.), supra, 
was distinguished. 

In Levin v. C. of T. (N.Z.) (1912), 31 N.Z.L.R. 717, the trustees of a 
deceased estate invested the whole of the capital upon mortgage, thus 
making the investments subject to the payment of mortgage tax. It was 
held that an annuity paid from this income was nevertheless assessable 
income in the hands of the annuitant. 

The definition of “income from personal exertion” contained in s. 6 of 
the ‘present Commonwealth Act which includes “the proceeds of any 
business carried on by the taxpayer either alone or as a partner with 
any other person” bears in relation to the present subject a closer resem- 
blance to the New Zealand provisions than to the former Victorian pro- 
visions. If, therefore, a beneficiary’s right to be assessed at personal 
exertion rates rested on s. 6 the Departmental practice could not be justi- 
fied. Uninstructed by the under-mentioned recent decision of the High 
Court, it was considered, however, that the position is governed by the 
specific provisions of s. 97, subs. (1) of which states that “where any 
beneficiary is presently entitled to a share of the income of a trust estate... 
his assessable income shall include that share. ...” That share does not 
automatically change its character in the course of transfer to the assess- 
ment of the beneficiary. Any possible doubts as to the correctness of the 
Departmental procedure were thought to be set at rest by the following 
extract from the judgment of the Privy Council in Syme v. C. of T. (Vice.) 
supra, at pp. 525-526. 

“The Commissioner’s argument conceived the fund out of which the 
appellant is paid, as a reservoir fed by various streams descending from 
sundry sources and blending their waters in one basin, out of which they 
flow indistinguishably and indissolubly. With all respect to the learned 
Judges, the majority in the High Court of Australia in Webb v. Syme 
(1910), 10 C.L.R. 482, who adopted this figurative way of putting 2 
very plain set of facts, their Lordships are only able to regard this argu- 
ment as fallacious. There is no question here of showing whence the 
sovereigns came in the first instance which were ultimately paid to the 
appellant. In the ordinary course of business the trustees may mix 
the sums that come to their hands from all sources, and with them discharge 
indiscriminately all or any of the obligations which fall upon them whether 
at law or in equity, but they keep accounts all the time, and there is n0 
doubt whatever that the appellant’s £17,025 17s. 3d. comes from the ‘Age 
business’ and that of the Melbourne Mansions Co. was made in them, 
and is his solely because under his father’s will they are carried on for 
him and the other members of the family. What was the produce of 
personal exertion in the trustees’ hands till they part with it does not, 
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in the instant of transfer, suffer a change, and become the produce of 
rty and not of personal exertion, as it passes to the hands of the 
cestui que trust.” 

However, the High Court of Australia, in Tindal v. F.C. of T. ( (1946) 
3 A.I.T.R. 299), has held that income derived by a beneficiary of a trust 
estate does not fall within the definition of “income from personal exertion” 
contained in s. 6 and that, accordingly, such income is in all circumstances 
income from property. 

The Amending Act of 1947, by the insertion in the Principal Act of a 
new section (95A), overcomes the effect of the above-mentioned decision 
of the High Court and gives legislative expression to the previously 
explained long-established and equitable practice. New~s. 95A provides 
in effect that a share of the net income of a trust estate which is included 
in a beneficiary’s assessable income is deemed to be income from personal 
exertion to the extent to which it consists of a share of such part of the 
net income of the trust estate as consists of income from personal exertion. 

Section 38 (4) of the 1947 Amending Act provides that new s. 95A 
shall apply to every assessment, notice of which has been posted on or 
after 23rd August, 1946, the date on which the High Court announced its 
decision in Tindal’s case, supra. The combined effect of these provisions is, 
therefore, to validate assessments made on or after that date. As officially 
explained, it was unnecessary to make any special provision regarding 
assessments made prior to 23rd August, 1946. Such prior assessments 
conform to the Department’s interpretation of the law. To amend such 
assessments would therefore be for the purpose of correcting a mistake 
of law. Section 170 does not, however, permit the Commissioner to amend 
assessments in order to correct a mistake of law. Assessments of bene- 
fciaries made prior to 23rd August, 1946, will accordingly remain undis- 
turbed. 


A Co-operATIVE Company’s Rutes Must Limit THE NUMBER OF 
SHareEs Wuicu May Be Hetp By Any ONE SHAREHOLDER 

The taxpayer company’s rules provided, in effect, that no shareholder 
could hold more than 200 shares, unless he held some original shares and 
his holding in excess of 200 was brought about by the receipt of bonus 
stares. Held, that the company was not a co-operative company (11 
CT.B.R. Cas. 115). “The terms of the condition (s. 117) are such that 
itis not satisfied unless the rules in effect provide that the number of 
shares which may be held by any one shareholder is limited to, or shall not 
exceed, a specified number.” In the above case no limit was placed upon 


the number of bonus shares which might be received by a holder of ordinary 
shares. 


RESERVATION OF RIGHT TO CLAIM INCOME OF SETTLEMENT 


The taxpayer gave certain shares to his children. The deed of gift pro- 
vided that the taxpayer should have the right to enjoy the usufruct of the 
shares, provided that he should have no claim to any moneys paid to the 
donees at a time when he did not claim his rights. Held, that the tax- 
payer was not assessed in respect of certain dividends actually paid to the 
thildren (Snider v. I.R. Comrs. (1945) 13 S. Af. Tax Cas. 374). “There 
sas | view the matter, an appreciable distinction between a usufruct and 
aright to claim a usufruct, and this distinction may become of importance 
i fiscal matters. A husband making his will and knowing that his wife 
tas ample property of her own may well decide to leave the usufruct of 
tis property to his children, but he may also envisage the possibility that 

investments may fail and that a time might come when she would need 
upport from his estate. He might, therefore, in his will, grant her the 
night at any time to claim a usufruct whether for a period or for the rest 
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of her life. I do not think that in such a case she would become a usufrue. 
tuary or be entitled to the benefits unless and until, by an unequivocal aet, 
she claimed her rights under the will. So also a lessee may hold a leag 
for five years with an option of renewal for a further five. He cannot 
be said to be a lessee for ten years or entitled to hold over after the expira 
tion of the first period unless and until he has exercised his right of 
renewal.” Per Blackwell J., at p. 377. 

It is considered that an arrangement of the above nature would not fall 
within the provisions of s. 102 (1) (a). It is not a case where the settlor 
has power “‘to revoke or alter the trusts so as to acquire a beneficial interest 
in the income derived by the trustee . . . or any part of that income,” 
The right to claim the income is reserved by the settlor under the provisions 
of the trust instrument; such right does not depend upon a power of 
revocation or alteration of the trust. In the above case, the Crown made 
an unsuccessful attempt to invoke a somewhat similar provision of the 
South African Act, c/f. at pp. 379-380. 


IncoME DERIVED BY INTERNATIONAL ORGANIZATIONS AND BY CERTAIN 
OFFICIALS OF SUCH ORGANIZATIONS 

The following additional paragraphs have been inserted in s. 23 by the 
amending Act of 1947. These read as follows: 

“23. The following income shall be exempt from income tax— 

(x) the income of any prescribed organization of which Australia 
and one or more other countries are members ; and 

(y) the official salary or emoluments of an official of an organiza 
tion the income of which is exempt under the last preceding 
paragraph, where that salary is, or those emoluments are, 
derived from sources (i) in Australia by a non-resident; or 
(ii) out of Australia by a resident who is appointed for 
service with that organization outside Australia. 

It was officially explained that newss. 23 (x) was intended, primarily, 
to exempt any income which might be derived in Australia by the United 
Nations. The paragraph is so designed, however, that it may exempt 
income derived by any other international organization of which Australia 
is a member and which is prescribed by the Income Tax Regulations a 
an organization entitled to the exemption. The exemption provided by 
new s. 23 (x) applies in respect of income derived during year ended 30th 
June, 1946, and subsequent years. 

New s. 23 (y) grants an exemption in respect of the official salary and 
emoluments of certain officials of any international organizations exempt 
under new s. 23 (x). It was officially stated that the United Nations had 
expressed the desire that Member Governments refrain from imposing 
income tax on the remuneration of its officials. The view taken by the 
Commonwealth Government, however, was that Commonwealth income 
tax should be imposed on the remuneration derived in Australia by thos 
officials who are residents of Australia. Justification was, however, foun 
for the view that exemption should be granted in respect of the officid 
remuneration of— 

(a) overseas officials who came to Australia; and 

(b) Australian residents who are appointed for ex-Australian servic 

to the extent that the remuneration is derived outside Australia 
Section 23 (y) accordingly provides for exemption in respect of the official 
remuneration (a) derived in Australia by any official who is a nor 
resident of Australia, and (b) derived out of Australia by a resident @ 
Australia who is appointed for service with the organization outside Aus 
tralia. The exemption granted by new s. 23 (y) applies in respect 
income so derived during year ended 30th June, 1946, and subsequent yeats 
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DISTRIBUTIONS By LIQUIDATOR 

The taxpayer and two other persons were the only shareholders in 
“A” Pty. Ltd. In August, 1938, “A” company agreed with “B”. Pty. Ltd. 
to acquire, for £15,075, a three-sevenths interest in shares held by the 
“B” company in “C” Pty. Ltd. and “D” Pty. Ltd. It was agreed that 
the shares in “C” and “D” should remain in the name of “B” until they 
were sold to a public company formed for the purpose of acquiring them 
and that the ““A” company should then receive three-sevenths of the con- 
sideration received by “B.” “A” company’s interest in “C” and “D” was 
later increased, by purchase, to £19,298. The public company (“E” Ltd.) 
acquired, on 10th May, 1939, “A” company’s interest in “C” and “D,” in 
consideration of the issue of 32,322 shares in “E” fully paid to 10s. “A” 
company’s balance sheet at 30th June, 1939, was as follows: 
Capital and Liabilities .. £23,871 10 7 32,322 shares in “E” Co. 
Profit and Loss Appropri- at cost .. + wee! 2 
ation A/c— Other Assets .. .. .. .. 7,556 8 7 
Balance at 

30/6/39 .. £2,785 5 5 
Profit for 

year ending 

30/6/39 .. 19712 7 

————_ 2,982 18 0 


£26,854 8 7 £26,854 8 7 


The “A” company went into liquidation on 20th September, 1939, and 
on 11th September, 1940, the liquidator informed the Commissioner that 
on 30th June, 1940, he had distributed the “E” company shares among 
the three shareholders of “A.” 

“A” company’s balance sheet at 23rd May, 1940, was: 


Shareholders’ Funds— 32,322 shares in “E” .. .. .. £19,208 


26 


PP © Cash 
Profit and Loss Balance .. .. 2,988 


£19,324 


The amount assessed against the taxpayer under s. 47 for year ended 
Hth June, 1940, was £996, equalling one-third of £2,988. The taxpayer 
contended that the shares in “E” could not be worth more than their 
fae value, viz., £16,161, with the result that “A” sustained a loss and 
consequently no distribution of profit was made to the shareholders. Held, 
caim disallowed (11 C.T.B.R. Cas. 7). 


Costs INCURRED IN OpposING APPLICATION BY COMPETITOR FOR 
REGISTRATION OF TRADE MARK - 

The taxpayer company carried on business as wine and spirit merchants. 
lt sold a sherry in bottles bearing a label upon which appeared the device 
fa ship. This sherry, although not so named specifically, became known 
as “Ship Sherry.” Because of the popularity of this wine, attempts were 
made by competing wine merchants to sell their wines under the name 
“Ship Sherry.” The taxpayer took successful proceedings against five 
sch companies. Later, another company, C Limited, entered the market 
with a sherry labelled “Ship Sherry” and the taxpayer company’s sales 
declined. The C company applied for registration as a trade mark of the 
tame “Ship Sherry.” The taxpayer company successfully opposed C’s 
‘plication, with the result that its sales increased. In its opposition to 
Cs application, the taxpayer company incurred legal and other expenses 
‘mounting to £1,180 and claimed this sum as an allowable deduction. 
Held, that the expenditure was deductible as it was not expenditure of a 
pital nature (/.R. Comr. v. Stellenbosch Farmers Winery (1945) 13 
8. Af. Tax Cas. 381). 
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Rates of Commonwealth Income Tax for the Yeg 


Ending 30th June, 1948: 
By R. E. O'NEILL, A.1.¢.A. 


Rates of Tax on Income from Personal Exertion 


The rates of tax on incomes derived from personal exertion in respect 
of year of tax 1947-1948, based on income derived during year ending 
30th June, 1948 (or substituted accounting period), are set forth in the 
First Schedule to the Income Tax Act 1947. The following are the rates 
of tax: 

(a) Taxable income: 

£1 to £1,000— 
On first £250: Nil. 
On excess over £250: 25d. plus -032d. for each £ excess. 

Section 17 of the Income Tax Assessment Act 1936-1947 provides, in 
respect of income derived during year ending 30th June, 1948, that no 
income tax shall be payable where the taxable income does not exceed 
£250. Examples illustrating the liability of persons whose income from 
personal exertion does not exceed £500 to income tax and/or social services 
contribution are given in the notes on social services contribution. 


Examples: 
(1) Taxable income £526— 
£250 at Nil .. .. ee ee ee Nil 
276 at 33-832d.in£........ .. .. ee ee ss £3818 2 


Re a £38 18 2 
Gross tax payable... 0. 2... .0 cc ce ee ce es £38 18 0 
Less concessional rebates— 

re Jo-wis’aien 

Medical expenses en eae 45 

Lae msuramce .. .. «ss 24 


£219 
Rebate on £219 at 17:7528d. plus 18d. = 35:7528d. = £32 12 0 


ER nas cu ce lee. ee we. e60e6 ele. Ae 


Social services contribution in this example is calculated as follows: 
Contributable income: £526. 
Rebateable amounts as above for income tax purposes: £219. 
Basic rate on £526 = 18d. 
£526 — £219 
Concessional rate = 18d. * ———————- = _ 22:104d. 
250 
As the concessional rate exceeds the basic rate, contribution is payable 
at the basic rate of 18d. 
Contribution on £526 at 18d. = £39 9 0. 
The total levy for year ending 30th, June, 1948, is therefore: 
Income tax .. .. . . £6 6 O 
Contribution... .............. 39 9 0 


£45 15 0 


————— 
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(2) Taxable income £800— 
£250 at Nil . 
550 at 42-6d. in £ . 


£800 eer ME na saa ee es eae eae 
ee ae ee ee 
Less concessional rebates— 
TN ed onxed cn ce ee wc ee 
a eee 
£250 


Rebate on £250 at 29:2875d. plus 18d. = 47:2875d.= 49 5 0O 
I EEE Gs: oe dca we we. da ad ees: 6e Sa Oe 


Social services contribution in this example is calculated at the basic 
rate of 18d. 
Contribution on £800 at 18d. = £60 0 0. 
The total levy for year ending 30th June, 1948, is therefore: 
Income tax .. .. .. £48 7 0 
Contribution .. .. .... .. .. .. ee 60 0 0 


£108 7 0 
(b) Taxable income: = 
£1,001 to £2,500— 
On first £1,000: 36°75d. 
On excess over £1,000: 73d. plus -018d. for each £ excess. 
Example: 
Taxable income £1,500— 


OE EE oe 0% 36 oo. ay oe ve ce ce oe Be 
EL 6d Wa. oe 0% oe KK Oe de oh oe se «6 


BE pee GR Sere os os oe ce cc ee te ae cs See 


Se RS in ae seh ak ce UV os 6S ee’ GE 
Less concessional rebates— 
aa 
a 100 
second child .. .. 1. s+ «. 50 


£300 
Rebate on £300 at 51:8333d. plus 18d. = 69-8333d.= 87 6 0 
Been GRE GUOUEE nc a nc te cu ce oe ce ce ce SR GC 
Social services contribution in this example is calculated at the basic 
rate of 18d. 
Contribution on £1,500 at 18d. = £112 10 0. 
The total levy for year ending 30th June, 1948, is therefore: 
Inceme tax... .. .. os oe an eee 
Comireeetiem 2. 6. ov ce ce -s)6 EBD OO 


£349 3 0 
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(c) Taxable income: 
£2,501 to £5,000— 
On first £2,500: 74-7d. 
On excess over £2,500: 127d. plus -007 for each £ excess. 


Example : 
Taxable income £4,000— 


i Le ee eres 
Ok | ee ee re 


£4,000 at 98:25d. .. .. .. +. we we +e ++. £1,637 10 0 
Gross tax payable .. . . £1,637 10 0 
Less concessional rebates at 116:25d. (98: 25d. plus 
18d. )— 
Wife .. .. ... £150 £45 0 O 
Only child under 16 years 100 45 0 0 
Child under 19 years attend- 
ing University .. .. .. 100 45 0 0 
Dental treatment to tax- 
payer £15 vee al- 
lowance) . : ; 10 4 16 1l 
Diathermic treatment to 
taxpayer's wife £70 
(maximum allowance) . 50 24 4 5 


£410 


Net tax payable .. . < oe os ee 
Add contribution on £4,000 at. 18d. gic ae satel cal 300 0 0 


Total levy for year ending 30th June, 1948 .. .. £1,773 9 0 
(d) Taxable income: 
Exceeding £5,000— 
On first £5,000: 109-6d. 
On excess over £5,000: 162d. for each £ excess. 


Example : 
Taxable income £6,000-— 
SEG Bt FOP OE. ok oe ce wks ok dw Sw 0s Se 
We Ee ie Gs acs, Gd a Ws 


ES eee 


ES EEE eee ee 
Less concessional rebates— 

Life assurance (£120 wane £100 

Medical expenses .. .. 40 


£140 


£140 at 136°3333d. ape 3333d. 
plus 18d.) .. .. 

Wife, maximum rebate a Sse 

First child, maximum rebate .. .. 





Bee: 
nN 


oO 
o 


meal 
Oo 
cd 


oo _ 
oo => 


lol 


THE. AUSTRALIAN ACCOUNTANT 
Second child, maximum rebate .. 15 0 0 
———— 184 11 


Net tax payable .. .. so se fagte 
Add social services contribution | on . £6,000 at 18d. 450 0 


Total levy for year ending 30th June, 1948 .. .. £3,223 16 


Rates of Tax on Income from Property 


The rates of tax on income derived from property in respect of year 
of tax 1947-1948, based on income derived during year ending 30th June, 
1948 (or substituted accounting period), are set forth in the Second 
Schedule to the Income tax Act 1947. The following are the rates of tax: 

(a) Taxable income: 

£1 to £500— 
On first £250: Nil. 
On excess over £250: 35d. plus ‘052d. for each £ excess. 

Example: 

Taxable income £350— 
CE cs £6. 64 a0 SO O56 600% BO we Oe 08 Nil 
Lk EN 


ee GR SO es 4s 40 oe 40 te oo oe as oe Oe 


Social services contribution in this example is calculated as follows: 
Contributable income: £350. 
£350 — £100 
Basic rate = 3 + (———————-) = 28d. 
10 


Reduced to maximum rate = 18d. 
Contribution on £350 at 18d. = £26 5 0. 

The total levy for year aside 30th June, 1948, is therefore: 
Income tax .. .. ; e- £16 15 O 
a 2-53 0 


£43 0 0 


(b) Taxable income: SS 
£501 to £1,000— 
On first £500: 24d. 
On excess over £500: 61d. plus -032d. for each £ in excess. 


Example: 
Taxable income £750— 


CEE 6s 46 30 40 65°40 26 bee Se aa oe «6 
S66. 44-40-45 &o a, EXE ce ee A 7117 6 


SS os ka ox ke ew oe Se aa ee BR om £121 17 6 
sis iin oe ie a: He Re aw we £121 17 0 0 
Less concessional rebates— 
Wes < a ae 
Child under 169 years .. .. 
Invalid sister wholly main- 
ne ee ee 
Life assurance .. .. .. 
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Rebate on £408 at 45-3333d. _—" rate 27-3333d. 
plus 18d.) = . i 77 10 


See EE Wa an be ee dg He Se ee Se oe |e ee 
Social services contribution in this example is calculated as follows: 

Contributable income: £750. 

Rebateable amounts at above for income tax purposes: £408. 

Basic rate on £750 = 18d. 

£750 — £408 
Concessional rate = 18 * ———————- = _ 24:624d. 
250 
As the concessional rate exceeds the basic rate, contribution is payable 
at the basic rate of 18d. 

Contribution on £750 at 18d. = £56 5 0. 
The total levy for year ending 30th June, 1948, is therefore: 

Income tax .. .. ... £4416 0 


Contribution .. .. .. .. ss «+ os. 56 5 0 


£101 1 O 


(c) Taxable income: 
£1,001 to £2,500— 
On first £1,000: 505d. 
On excess over £1,000: 93d. plus -018d. for each £ excess. 


Example : 
Taxable income £1,250— 
re ee ee... cs bs dds So sd ae dd ot EE ES 
EE occas kee We ee Ke RARE ROR 101 11 3 


See EP. os be Bake ba 00-40 Neds ce) Be 


CE eee | 0 
Less concessional rebates— 
EEE 
ee WE x ow oe oe KO 100 
Three other children eeu 150 
a 45 


£445 


Rebate on £445 at 62:9d. + rate 44:9d. bane 
18d.) . ‘ ‘ 


Net tax payable .. . 
Add contribution on £1 250 at 18d. 


Total levy for year ending 30th June, 1948 .. .. £289 2 0 


(d) Taxable income: 
£2,501 to £5,000— 
On first £2,500: 92:2d. 
On excess over £2,500: 147d. plus :003d. for each 
£ in excess. 
(e) Taxable income: 
Exceeding £5,000— 
On first £5,000: 123-35d. 
On excess over £5,000: 162d. 





Woloolo 
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Rate of Tax on Composite Incomes ‘ 

The following example illustrates the assessment of an individual where, 
during year ending 30th June, 1948, he derives income both from personal 
exertion and property : 

Perens Guwertiom ... .. 2. 2s 22 1s 02 OO 
Se Se sk a4 os Sele ae Se ee pee. 


Total taxable income .. .. .. .. .. .. £990 


Rates applicable to a taxable income of £990— 
Personal exertion: 36°3869d. 
Property: 50°0737d. 
Taxable income £990— 
£750 personal exertion at 36°3869d. .. .. .. .. £113 14 
240 property at 50°0737d. .. .. .. .. «2 «eee 50 1 


£990 £163 15 
OR I ic didi an de we Ws a0'-00 «6 oe 
Less concessional rebates— 

Housekeeper .. .. .. ...-- 

Re ere 100 

Dental treatment to tax- 


payer (£12 paid) .. .. 10 
£260 


Rebate on £260 at 54:3869d. é wa rate 36. sa 
plus 18d.) . = 58 18 


0 
Net tax payable .. ‘eee 40 os ee 
Add contribution on £990 at 18d. ae ie ae aioe 74 5 O 


Total levy for year ending 30th June, 1948 .. .. £179 3 0 


Rates OF SociaAL SERVICES CONTRIBUTION FOR YEAR ENDING 
30TH JuNeE, 1948 
Basic RATE OF CONTRIBUTION 

For year ending 30th June, 1948, the basic rate of social services contri- 
bution, which applies in the case of a person who has no dependants and 
who is not entitled to any income tax concessions for life assurance, 
medical expenses, etc., commences at 3d. in £ and increases by one-tenth 
of one penny for each additional £ of income until the maximum rate of 
18d. is reached at an income of £250. 

However, as is explained hereafter, in the case of a contributor maintain- 
ing one or more dependants, the rate and amount of contribution are 
determined after taking into consideration the number of dependants and 
the expenditure incurred by the contributor in medical expenses, life 
assurance premiums, friendly society dues and those other expenses in 
respect of which rebates for income tax purposes are provided. The 
increase in the amounts on which income tax rebates for dependants are 
calculated has the effect as compared with year ending 30th June, 1947, of 
raising the limits of income which may be derived by persons with depen- 
dants before incurring liability to social services contribution and to cause 
the rate to be graded so that the maximum rate of 18d. in £ is reached at 
approximately ‘the same income level as liability to income tax (as distinct 
from social services contribution) commences. 
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Section 14 (2) of the Social Services Contribution Assessment Act 
1945-1946 prohibits the levy of contribution (a) where the recipient of 
a contributable income of £156 or less is eligible for a rebate of income 
tax in respect of a dependant, or (b) where, in the case of a person not 
entitled to any such rebate, the contributable income does not exceed £104. 
The Contribution Act contains supplementary provisions to ensure that 
the contribution payable shall not be greater than one-half of the excess 
of the contributable income over £156 in class (a) nor more than one-half 
of the excess of the contributable income over £104 in class (b). It may 
be noted that neither social services contribution nor income tax will be 
payable, during income year beginning on Ist July, 1947, by a taxpayer 
with a dependant wife if his income is £200 or under. 

The following examples illustrate how the rate of contribution applic- 
able to income derived during year ending 30th June, .1948, is ascertained 
in accordance With the First Schedule of the Social Services Contribution 
Act 1945-1947. 

(a) Contributable income of £106 derived by a person not entitled to 
a rebate for income tax purposes in respect of a dependant. 

. £106 — £100 
Basic rate on £106 = 3 + —————_——- = _ 3 6d. 
10 
Contribution on £106 at 36d. = £1 11 9. 

As the amount of contribution is limited to one-half of the excess of 
the contributable income (£106) over £104, the amount of contribution 
payable is £1. 

No income tax is imposed where the taxable income of year ending 
30th June, 1948, does not exceed £250. 

(b) Where the contributable income of year ending 30th June, 1948, 
is £156 derived by an individual not entitled to concessions, i.e, 
not entitled to concessional rebates for income tax purposes. 

In accordance with paragraph (1) of the First Schedule the basic rate 


is: 
£156 — £100 
Basic rate on £156 = 3d. -+- ———————- = 8 6d. 
10 
Contribution on £156 at 86d. = £5 11 10 = £5 12 0. 

By virtue of s. 17 of the Income Tax Assessment Act 1936-1947 no 
liability to income tax arises where the taxable income does not exceed 
£250. 

(c) The basic rate must not in any case exceed 18d., the maximum 
rate of contribution. The maximum rate of 18d. is reached when the 
contributable income of an individual not entitled to concessions amounts 


to £250. 
£250 — £100 
Basic rate on £250 = 3d. + ———————- = _ 18d. 
10 
Contribution on £250 at 18d. = £18 15 0. 

By virtue of s. 17 of the Income Tax Assessment Act 1936-1947 no 
liability to income tax arises where the taxable income does not exceed 
£250. 

Concessional Rate of Contribution 

Where a taxpayer is entitled to concessional rebates in his assessment 
to income tax, his liability to social services contribution is calculated at 
the concessional rate of contribution or the basic rate whichever is the less. 
The concessional rate is calculated in accordance with the formula pre- 
scribed in paragraph (2) of the First Schedule. The effect of this formula 
is to reduce the basic rate to an amount which bears the same proportion 
















“1947 THE AUSTRALIAN ACCOUNTANT 227 


to the basic rate as the excess of the contributable income over the rebate- 
able amount bears to the contributable income or £250, whichever is the 


of 


yme @ less. If the-excess is £250 or more, the concessional rate is the same as 
not ™ the basic rate. 

104, ites 

that Examples: 


(a) Person with dependent wife derives a contributable income of £200. 


cess ; - 
half Contributable income: £200. 
may Rebateable amount for income tax aaenlt” 


ee ~w 2 


be Special rebate (s. 160 (2) (ca)) . ; 50 


ayer 








Dlic- £200 
ined —— 
tion 
















£200 — £100 
Basic rate on £200 = 3 -+ ——————— = _ 1331. 
10 
£200 — £200 
Concessional rate = 13 & ———————- = NNil. 
200 


As the concessional rate is Nil, no contribution, not even the minimum 
contribution of 10/- prescribed by s. 5 (4) of the Contribution Act, is 
payable in this case. The minimum contribution is payable only where 
“the contribution which a person would be liable to pay . . . is less than 
ten shillings.” The provision, therefore, does not apply where a person 
isnot liable to pay any contribution. 


(b) Person with dependent wife derives a personal exertion income of 
208 


“&UO.~. 


d to 


s of 
ition 


ding 
948, 

































ie, Contributable income: £208. 
Rebateable amount for income tax pened 
-_ ON ay. an ... £150 
Special rebate (s. 160 (2) (ca)) . ; 50 
£200 
£208 — £100 
7 no Basic rate on £208 = 3 + ——————— = _ 13 ‘8d. 
<ceed 10 
£208 — £200 
mum Concessional rate = 13:8d. & ———————- = _ 53074. 
1 the 208 
ounts Contribution on £208 at -5307d. = 9s. 2d. 
Increased under s. 5 (4) to the minimum contribution = 10s. 
N.B.: The concessional rate is the rate which bears the same proportion 
othe basic rate (13-8d.) as the amount by which the contributable income 
(208) exceeds the rebateable amount (£200) bears to (i) the contributable 
7 no imome (£208) or (ii) £250, whichever is the lesser amount. The con- 
«coed tssional rate must not, however, exceed the basic rate. 
As the taxable income in this example does not exceed £250, no liability 
inses for income tax in respect of year ending 30th June, 1948. 
sment —§ (c) Person with dependent wife and child derives a personal exertion 
ed at income of £312. 
2 less. Contributable income: £312. 
| pre- Rebateable amount for income tax purposes— 
rmula SL as an 4haé' e046 BAe se ee on Qe 
ortion a Ee ee eee 
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Special rebate (s. 160 (2), (ca) )— 
£312 — £250 
£50 — ————_——- = 19 
2 











Basic rate on £312 = 18d. 
£312 — £259 
Concessional rate = 18 & ———————- =_ 30964. 
250 
Contribution on £312 at 3:096d. = £4 0 6= £4 O QO. 


Income tax in the foregoing example is calculated as follows: 
Taxable income £312, personal exertion— 
a on sn kd Ve Oe asks Be eke ON Nil 
i hs o6 Gy es 6s oe Se ae ae dee £6 19 § 


£312 at 5°3622d. ate. Se qa See ginomda. Secew £6 19 § 








(d 












Gross tax payable .. << 5... oc cs cn oe ee os £6 19 0 
Less concessional rebates— 








Pe Ee a 
Child . ‘ eer a 
Special rebate (supra) pies lake cai 19 








£269 








Rebate on £269 at 23:3622d.— 
(p.e. rate 5°3622d. plus 18d.) = £26 4 0. 
Reduced in accordance with s. 160 AD (a) .. .. £6 19 0 











RR eee a ee ee ee 





The total levy for year ending 30th June, 1948, is therefore: 


i as 2h ae ba ook oe, cm oe awe £4 0 0 
DT os ea is Ble a wa ee Ba a. GR We vi 






The tc 
(c) Person with dependent wife and two children under 16 derive 
an income of £416 from property. 

Contributable income: £416. 

Rebateable amount for income tax purposes— 
EE, an rere 
bins we ah canes sel we See a4 100 

EE Se ak 5) aia rai wh aie Sie OS 








Avera 4 











Basic rate on £416 = 18d. 
£416 — £300 
Concessional rate = 18 « ——————— = 8:°352d. 
250 
Contribution on £416 at 8-352d. = £14 9 6= 414 9 VU. 


Income tax in the foregoing example is calculated as follows: 
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Taxable income £416, — 
£250 at Nil... .. rare 
166 at 43°632d. 


£416 at 17-4110d. .. 


0 
Less concessional rebates— 
£300 (as above) at 30-0962d. 
(p.e. rate 12°0962d. plus 18d.) = £37 12 0. 
Reduced under s. 160 AD (a) .. .. . ¥. oe 30 4 0 


ee NED ik 60. We do Wadd 46 daree oe an Nil 


(d) Person with dependent parent derives an income of £500 from 
property. 
Contributable income: £500. 
Rebateable amount for income tax purposes— 
Parent: £150. 
Basic rate = 18d. 
£500 — £150 
Concessional rate = 18 * ——————— 25:2d. 
250 
As the concessional rate exceeds the basic rate, contribution is charge- 
ble at the maximum rate of 18d. 
Contribution on £500 at 18d. = £37 10 0. 
Income tax in the foregoing example is calculated as follows: 
Taxable income £500, property— 
£250 at Nil .. .. Pe Sk we ar OR Oe. oe ol Be Nil 
250 at 48d... .. .. we ce ee ee ee we es. ~=—£50 0 0 


ES ee 0% he 56 40 08 46. te caw oe Oe £50 0 0 


Gross tax payable .. . _ £50 0 0 0 
Less rebate for parent on £150 at 34-5d. (pee. rate 
oo ae eee 21 11 O 
See NS 5s -6d. 0s 00 ce ee sh te iene ss EES. 
The total levy for year ending 30th June, 1948, is therefore: 
Contribution .. .. . ; .. .. £3710 O 
Income tax... 6. ce ee ee ee ee ee ee ee ee 28 9 O 


£65 19 O 
Average Rate and Concessional Average Rate in Case of Primary 
Producers 
Paragraph (3) of the First Schedule of the Social Services Contribution 
sets out the average rate of contribution payable by a primary producer 
is subject to the averaging provisions of the Income Tax Assessment 
but who is not entitled to any concessional rebates for income tax 
Poses. The average rate of contribution is the rate that would be the 
Ke rate if the contributable income were equal to the average income 
trtained for income tax purposes. The average rate cannot exceed the 
kimum basic rate of 18d. in Z. 
Paragraph (4) of the First Schedule of the Social Services Contribution 
Rsets out the concessional average rate of contribution which is payable 
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by a primary producer who comes into the averaging provisions for 
purposes of income tax and who is also entitled to concessional rebates 
of income tax. 

The concessional average rate is calculated on a similar, basis to the 
concessional rate. In the calculation of the concessional average rate, how- 
ever, the average rate is used in place of the basic rate and the average 
income in place of the contributable income. In addition, the rebateable 
amount is adjusted to an amount which bears the same proportion to the 
average income, as the rebateable amount bears to the contributable incon. 
If, therefore, the rebateable amount were one-half of the contributable 
income, it would be adjusted to an amount equal to one-half of the average 
income. 

These special provisions are necessary to avoid an increase in the amount 
of social services contribution payable in cases where the average income 
is less than the contributable income. The concessional average rate cannot 
exceed either the average rate or 18d. in the £1. 

The following examples illustrate the method of ascertainment of the 
concessional average rate: 

Example A: 

Contributable income: £400. 

Average income: £320. 

Rebateable amounts for income tax purposes— 
a oe a i ae ee: keke pa Ae 
Child under 16 years .. .. .. .. .. .. 100 
BROMINE GUPGIIIES 00 55 cn oa 08 0s ce os 10 


£260 


In | 
Law | 
stated 

320 monw' 

Adjusted rebateable amount = £260 X — = £208. Parlia 
400 maxin 

£320 — £208 dector 


Concessional average rate = 18 X ———————- = 8 064d. and £2 
0 Sect 


25 
Contribution = £400 at 8-064d. = £13 8 10 = £13 9 0, gimend 
amoun 
Example B: Hou 
Contributable income: £200. » 
Average income: £230. 
Rebateable amount for income tax purposes: £40. 
Average rate = basic rate on £230 = 16d. 
230 
Adjusted rebateable amount = £40 K —- = #46. 
200 
230 — 46 
Concessional average rate = 16 XK ————— = 12°84. 
230 
Contribution = £200 at 12°8d. = £10 13 4 = £10 13 0, 


BENEFITS TO FAMILY MAN 


The reduced rates of income tax, combined with the increase in the 
amounts upon which rebates for dependants are calculated, result in sul 
stantially raising the limits of income which may be derived by perso 
with dependants before incurring any liability for income tax, as distinct 
from social services contribution. Compared with limits for the curren 
year, the amounts which will be free of income tax during year of income 
commencing on Ist July next are as follows: 


Average rate = basic rate on £320 = 18d. 
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Personal Exertion Income 
year ending year ending 
30th June, 1947 30th June, 1948 
OD See a eee ae £250 
With dependent wife .. .. .. .. ...... 280 396 
With wife and one child .. .. .. .. .. 345 513 
With wife and two children .. .. .. .. 378 572 
With wife and three children .. .. .. .. 412 632 
At the same time, the change in the rate of contribution alters the points 
at which liability to social services contribution commences and the points 
at which the maximum rate of 18d. in £ is reached. 
Year ending 30th Year ending 30th 
June, 1947 June, 1948 
Maximum, Maximum 
Liability 18d. in £ Liability 18d. in £ 
commences applies commences applies 


Single person .. .. .. .. .. £105 £220 £105 £250 
With dependent wife .. .. .. 157 287 201 400 
With wife and one child .. .. 176 355 284 500 
With wife and two children .. 212 385 318 550 
With wife and three children 278 415 351 600 





Students’ Section 
Edited by O. R. MacDona cp, A.1.c.A. 


ELECTION EXPENSES 


In the answers to question No. 2 of the Commonwealth Income Tax 
Law and Practice subject of the October, 1946, examinations, it was 
sated (Feb.-Mar. issue, p.72) that under section 74 (1) of the Com- 
monwealth Income Tax Assessment Act expenditure by candidates for 
Parliament is an allowable deduction. It was further stated that the 
maximum amounts of election expenses permitted by the Federal 
tlctoral law are £100 for members of the House of Representatives 
and £250 for Senators. 

Section 4 of the Commonwealth Electoral Act, No. 42 of 1946, 
amends section 145 of the principal Act, and increases the maximum 
amounts of permissible expenditure to £250 for candidates for the 
House of Representatives and to £500 for candidates for the Senate. 





Privity of Contract 
Patentee’s Price Licence 
By J. H. Trotter, L.B., A.1.C.A. 


A correspondent has raised the following question in relation to the 
totes on Privity of Contract appearing in my article in the January issue 
of the “Australian Accountant,” viz: “Would the proposition that a 
Contract between A and B being incapable of imposing contractual 
labilities on C still obtain if the goods in question were covered under 
aPatentee’s Price Licence ?” 

The doctrine of Privity of Contract is one of very great interest in 
the development of English law. Its true scope is even yet not fully 
mitveloped. There is no doubt, however, that, subject to certain special 
tnsiderations, it still is a basic factor in the common law. It is not 
tsirable, nor indeed would it be possible within the scope of this 
@‘tcle, to traverse in any detail the nature of these various special 
twnsiderations. 
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We may, however, note, ‘in passing, the following matters: 

(a) Covenants between lessors and lessees may, according to certain 
specific rules developed by the common law and supplemented 
by Statute, be enforced by and against the assignees of the 
the lessor and lessee respectively. 

(b) Quite apart from these lessor and lessee covenants: 

(7) The benefit of certain covenants concerning land runs 
with the estate at common law, i.e., a subsequent owner 
of the land may enforce the covenant against the original 
covenantor. 

(i) The burden of certain covenants restricting the user of 
land runs with the land in equity, i.e., the covenant can 
be enforced by injunction against certain subsequent owners 
and occftpiers of the land of the covenantor. 


This last proposition in relation to the burden of restrictive covenants 
“running with the land” in Equity is the rule in Tulk & Moxhay (1848)2 
Phil.774. This brings us nearer to the question posed by our correspon 
dent. The courts were faced with the question as to whether the equitable 
doctrine in relation to restrictive covenants could be applied where the 
subject matter of the covenant or, to use a term we are more familiar 
with in this respect, the contract, is goods. The question may be re-stated 
thus: Where A sells goods to B but imposes restrictions upon their 
future enjoyment, is a later purchaser from B bound by the restrictions? 
The question came before the Courts in the case of McGruther & Pitcher 
(1904) 2 Ch.306 and the question was answered very definitely in the 
negative. This is the case which I have summarised in my article a 
page 13. The manufacturer of a certain article pasted inside the lid 
of each box in which the article was sold, a printed slip stating that it 
was a condition of sale that the article was not to be re-sold at les 
than a specified price and that “the acceptance of the goods by any 
purchaser will be deemed to be an acknowledgment that they are sold 
to him on these conditions and he agrees with the vendors to be bound 
by ‘the same,” and the purchaser of the articles from an “agent” of the 
manufacturer retailed them at less than the specified price. It was held 
that the manufacturer could not succeed on an action claiming a 
injunction restraining the retailer from so doing since no contract 
existed between him and the retailer. As Swinfen Eady J. said @ 
Taddy v. Sterious (1904) 1 Ch.354, “Conditions of this kind do not nm 
with the goods and cannot be imposed upon them. Subsequent pur 
chases, therefore, do not take subject to any condition which the Court 
can enforce.” 

The significance of McGruther v. Pitcher from our point of view lies 
in the fact that the plaintiff who was seeking to enforce the restriction 
merely had a licence to manufacture and sell the articles which wert 
the subject matter of the restriction. He was not the patentee. We wil 
see later that if the plaintiff had been the patentee he might well have 
succeeded in enforcing the condition. However, being merely the licens 
of the patentee he was forced to rely on the ground that the restrictio 
attached itself to the goods and that the purchaser knew of the co 
dition. On this ground he failed, the Court maintaining the fundamental 
rule inherent in the basic principles of the law contract that a conditidl 
imposed on goods at the time of sale does not bind future owners. 1a 
the plaintiff been the patentee then it might well have been that I 
would have succeeded, but this is another matter which is quit 
independent of and apart from the law of contract. P 
This brings us to an Australian case of the greatest interest, Natow 
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Phonograph Co. of Australia v. Menck (1911) 12 CLR 15. This is a 
leading case in this section of the law. The defendants, being retail 
dealers, had purchased certain patented articles from certain wholesale 
merchants or jobbers. The plaintiffs were the manufacturers of these 
articles and the owners of the patents covering them, and at the time 
of their original sale to the jobbers had imposed certain conditions with 
respect to the disposal of the goods by retail dealers. The defendants 
purchased the patented articles with knowledge of their conditions, and 
the question arose as to whether they were bound by them in respect 
of their dealing with those articles. The judgment of the Court (the 
Privy Council) was read by Lord Shaw. The matter is stated as follows 
at page 22 of the report: 

“To begin with, the general principle, that is to say, the principle 
applicable to ordinary goods, bought and sold, is not here in ques- 
tion. The owner may use and dispose of.these as he thinks fit. He 
may have made a certain contract with the person from whom he 
bought, and to such a contract he must answer. Simply, however, 
in his capacity as owner, he is not bound by any restrictions in 
regard to the use or sale of the goods, and it is out of the question 
to suggest that restrictive conditions run with the goods. The judg- 
ment of Mr. Justice Swinfen Eady in Taddy & Co. v. Sterious & 
Co. is plainly sound. It would be contrary to the public interest 
and to the security of trade, as well as to the familiar rights attach- 
ing to ordinary ownership, if any other principle applied. 

“The real point of difficulty is the enforcement of that principle 
without impinging upon something else, namely, the right of property 
granted by the State and by way of monopoly to a patentee, and 
his agents and licensees ‘to make, use, exercise, and vend the 
invention.’ ” 


The judgment of the Court proceeds (pages 22-3) as follows: 

“In the opinion of their Lordships it is perfectly possible to 
adjust the incidence of ownership of ordinary goods with the 
incidence of ownership of patented goods in such a manner as to 
avoid any collision of principle.” 

The resolution of the problem is stated at page 24 of the report as 
follows : 

. . . the general doctrine of absolute freedom of disposal of 
chattels of an ordinary kind is, in the case of patented chattels, 
subject to the restriction that the person purchasing them, and in 
the knowledge of the conditions attached by the patentee, which 
knowledge is clearly brought home to himself at the time of sale, 
shall be bound by that knowledge and accept the situation of owner- 
ship subject to the limitations. These limitations are merely the 
respect paid and the effect given to those conditions of transfer 
of the patented article which the law, laid down by Statute, gave 
the original patentee a power to impose.” 

On pages 25-26 of the report the statement at page 264 of the opinion 
of Wills J. in the case of Incandescent Gas Light Co. Ltd. v. Cantelo 
BPC 262) is cited with approval. The statement of Wills J. read 
% follows: 

“The sale of a patented article carries with it the right to use it in 
any way that the purchaser chooses to use it, unless he knows of 
restrictions. Of course, if he knows of restrictions, and they are 
brought to his mind at the time of sale, he is bound by them. He 
is bound by them on this principle: the patentee has the sole right 
of using and selling the articles, and he may prevent anybody from 
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dealing with them at all, inasmuch as he has the right to prevent 
people from using them or dealing with them at all, he has the 
right to do the lesser thing, that is to say, to impose his own 
conditions.” 


Farwell J. states the matter in the British Mutoscope and Biograph 
Co. Ltd. v. Homer (1901) 1 Ch. 671 thus: “a purchaser who buys with 
knowledge of the conditions under which his vendor is authorized to use 
the patented invention is bound by such conditions, and that such con- 
ditions are not contractual, but are incident to and a limitation of the 
grant of the licence to use, so that if the conditions are broken there is 
no grant at all.” 

The “decision” of the Court (over-ruling the High Court of Aus 
tralia) was that an injunction be issued to restrain the defendant from 
infringing the letters patent. Note the effect of the breach of the 
restrictive condition; the person who commits such a breach infringes 
the patent and those remedies which are available for infringement of 
patent would be available. We may say, then, that a patentee can 
effectively impose a restriction so as to make it run with the patented 
article and can enforce such restriction by an action for infringement 
of the patent against purchasers who have notice of that restriction. 
It should, however, be noted in this connection that the Patents Act 
(Commonwealth) prohibits the attaching of certain types of condition 
on the sale of patented articles. 

Before concluding, the case of Lord Strathcona S.S. Company ». 
Dominion Coal Co. (1926) AC 108 should be noted. This case, which 
was decided in the Privy Council, has aroused considerable controversy, 
but there is no doubt that it imposes some limitation on the general 
proposition that a restrictive covenant in relation to goods does not 
run with the goods. A, the owner of the Steamer “Lord Strathcona,” 
chartered her to B for use during certain periods over a number of 
years. During the currency of the charter-party, the ship, being then in 
A’s possession, was sold and delivered by A to C who, in turn, re-sold het 
to D. D, though he knew of the Charter-party, refused to deliver the 
ship up to B for use according to the terms of such charter-party. It was 
held that B was entitled to an injunction against D.* The decision appears 
to be based on the rule in Tulk & Moxhay (see earlier this article). Itis 
thought, however, that the decision has no application to cases such as 
we have been considering where the plaintiff sells his property out and 
out and then seeks to enforce a condition imposed at the time of sale, 
but is limited to cases where the plaintiff has acquired and retains some 
continuing interest in a chattel, and the third party on acquiring the 
chattel seeks to ignore such interest. There is also some authority for 
accepting the Lord Strathcona case as expressing a special rule applicable 
only to that very special class of chattels, ships. 





Accounting for Live Stock 
By O. R. MacDona cp, A.1.C.A. 


Questions relating to Pastoral Accounts frequently appear in both the 
Intermediate and Final Accounting examination papers. There 1s 10 
difference in principle between the bookkeeping necessary for a concem 
carrying on a pastoral business from that required for any other business 
enterprise. There is one variation from the conventional form of book- 
keeping, viz., the trading account is divided into a number of accounts. For 
example, it is customary to have separate accounts for each kind of live 
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stock, e.g., sheep, cattle, horses. These accounts are in effect sections of 
the trading account, but, instead of being utilised at balancing time only, 
they are continuous and serve as a record of units as well as of monetary 
yalues. Each account, in effect, is both a trading account and a stock 
record, for in addition to money columns the accounts include columns for 
numbers. There are two factors, not found with most other forms of stock 
records—firstly, the stock may be augmented in number and value by 
natural increase, and, secondly, there may be losses by death and other 
causes. 

It is in the recording of these two factors that students appear to have 
the greatest trouble. Invariably when a question on pastoral accounts is 
set, the examiners report that some candidates have dealt with them 
incorrectly. 

The following is a simple form of live stock account: 

Sheep Account 
Nos. Amount Nos. Amount 
To Stock on Hand, 1/7/45 . .. .. 6,000 £4,500 By Sales . . . 6,000 £7,000 
SONRRED 0 ns ce se as 50 0s a )|6Oaeee » Rations.. 200 150 
4,000 -- » Deaths and 


, Natural Increase .. . 


, Profit transferred to Working Missing . 500 — 
A/c (or General Trading » Stock on 
baa aah en ee ae 3,790 Hand, 
30/6/46 . 8300 6,640 


15,000 £13,790 15,000 £13,790 


eee 


To Stock on Hand, 1/7/46 .. .. .. 8,300 £6,640 

It will be observed that no value is entered against the items “Natural 
Increase’’ and “Deaths and Missing.” The reason is that the net gain in 
number of sheep during the year through the excess of births over deaths, 
ete., viz., 3,500 (4,000 — 500), is reflected in the figure for stock on hand 
at the end of the year. 

If any value is entered against “Natural Increase” the effect is that the 

greater the increase the less the profit ; if a value is entered against “Deaths 
and Missing” the result is the greater the number of deaths the greater 
the profit. These suggestions are so absurd that it seems unnecessary to 
mention them, yet it would appear that examinees frequently fall into this 
error. 
_ With the item “Rations,” that is, sheep killed for the purpose of supply- 
ig meat to employees, the position is different. This is equivalent to a 
sale. The pastoralist has had value, which in this instance is taken at the 
average value of the sheep at opening date, viz., 15/- per sheep. By journal 
entry, ““Rations Account” is debited and “Sheep Account” is credited. 

“Purchases” and “Sales” need no comment, but in practice the entries 
would be made, as in any other form of business, when purchases and sales 
are effected, the difference being that it is unusual to have “Purchases” 
and “Sales” Accounts separately and to transfer the totals of these to the 
trading account at balance date. 

It is not proposed in this short note to deal with the valuation of stock 
at balancing date, except to state that in the above example it has been 
taken at average cost, calculated as follows: 

Nos. Value 
2s ee £4,500 
0 5,500 
Natural Increase (taken at 10/-) .. 4,000 2,000 


15,000 £12,000 


Average Cost, £12,000 + 15,000 = 16/-. 
Closing Stock, 8,300 @ 16/- = £6,640. 
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“Statements” and ‘Accounts’ 
By O. R. MacDonatp, A.1.c.A. 


In examination questions, candidates are frequently supplied with 
accounting data from which they are requested to prepare a “statement” 
or “schedule” setting out certain required information. This is different 
from the more conventional form of question requiring the preparation of 
an “account,” which may be a profit and loss account, a consignment 
account, an account current, a deficiency account, or any of the numerous 
forms of accounts. With the latter type of question, what is required, 
generally speaking, is a copy of the account as it would appear in the books 
of the hypothetical concern of whom the examinee is for the time being 
the bookkeeper or accountant. With the former type, he is asked to submit 
a statement setting out information extracted from the books of account 
or other records, not necessarily in orthodox account form, but in sucha 
manner as to set out clearly and concisely the effects of certain transactions 
or the state of some activity at a given time. 

A modern tendency in accountancy is to favour the “statement” or 
“report” form of presentation of transactions as compared with the 
“account” form. This applies even to the setting out of revenue statements 
and balance sheets. There was a time, not long past, when trading accounts 
and profit and loss accounts as set up in answers to examination problems 
were deemed to be exact copies of those accounts as they appeared in the 
ledger, and it disturbed students, and some teachers, that a slight depar- 
ture had to be made in the trading account by showing Returns Inward 
and Returns Outward as deductions from Sales and Purchases respectively, 
whereas the first was a debit, and the second a credit, entry in the ledger 
account. 

The idea that revenue or profit and loss accounts should necessarily 
appear as if lifted intact from the ledger does not now prevail to any marked 
degree, either in practice, when the account is prepared for proprietor of 
shareholders, of in the examination room in answering problems. Mos 
candidates are familiar with the statement of Profit and Loss prepared im 
what is sometimes described as the report form, whereby the first item given 
is the gross income (e.g., sales); and from this figure are deducted pro 
gressively the expenses of earning that income (suitably grouped and 
classified ) so as to show at various stages the gross profit, net profit, etc. 

The reason for this variation from the account form may be to bring 
out ‘the salient points more prominently, to permit of greater analysis of 
dissection, to enable results of two or more periods to be more readily 
compared, or to simplify the transaction for tHe person unfamiliar with 
the conventional form of accounts. Whatever the reason for which 4 
“statement” is required, the accountancy student must learn to set out 
results in a form other than the “account” form when the terms of the 
question, directly or by implication, show that some other method a 
presentation is expected of him. ; 

An example from a recent examination paper may illustrate the use 0 
the statement or schedule form of furnishing information. A question 
the Intermediate Accounting paper for October, 1946, read as follows: 

Adopting the straight-line method of determining the charge fot 

depreciation, prepare a schedule showing separately ‘for each year (a) 

amount of depreciation charge, (b) depreciated value at end of each yeaf, 

and (c) total of accumulated depreciation for each of the followmg 

assets : Cost Scrap Value Estimated 
£ Life 

Furnaces and Ovens .. .. .. 3,660 240 6 years 
PENNE 6 ns cs os ts oe Se 550 12» 
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Note that a schedule is asked for, not accounts, and this schedule must 
show separately (a) depreciation change, (b) value of each asset at end 
of each year, and (c) total of accumulated depreciation. 

The question, simple though it appears, evidently troubled a number 
of candidates, for the examiners’ report on the results states : ““Many candi- 
dates failed to present their workings in tabular form, as suggested by the 
terms of the question, and some did not show the progressive balances of 
the accumulated depreciation.” 

This comment appears to indicate that some students could not quite 
free their minds from the “account” complex and attempted to set out 
their solutions wholly or partially in account form. The question, however, 
isnot one that can be satisfactorily answered in the form of an accotint. 
If the method of answering was by crediting the depreciation to the asset 
acount each year, the first two years’ entries for “Furnaces and Ovens 
Account” would be: 

Furnaces and Ovens 
.. £3,660 Year 1. By Depreciation . £570 
Balance .. :.. 3,090 


” 


£3,660 £3,660 
Year2. To Balance .. .. £3,090 Year 2. By Depreciation . £570 
» Balance .. .. 2,520 


£3,090 £3,090 


Year3. To Balance .. .. £2,520 

This account shows (a) annual depreciation charge (£570) and (b) 
value at end of each year, but not (c) total of accumulated depreciation. 
0 ascertain this we must extract the depreciation charge for each year 
and by addition arrive at the total, or, in this instance, as the “straight- 
ine” method of depreciation is in operation, multiply the annual charge 
y the number of years. 

An alternative method of setting out the accounts is to have a Provision 
a Depreciation Account for each class of Fixed Asset. This has some 
vantages in practice over the method set out above, and is increasing in 
kvour. Applying this to the questions we would have with “Furnaces 
nd Ovens” the following entries for the first two years: 


Furnaces and Ovens 
tarl. To Cost .. .. .. £3,660 


Provision for Depreciation on Furnaces and Ovens 
Year 1. By Depreciation . £570 
2. 2 . 570 


” 


» Balance .. .. £1,140 


The above accounts show (a) annual depreciation and (c) total of 
ulated depreciation, but not (b) value of asset at end of each year. 
Qascertain this, the balance of Provision for Depreciation Account must 
deducted from the Fixed Asset account, which, of course, would be 
me when preparing the Balance Sheet. 
ltis obvious that the examiner has asked for a statement or schedule 
ich will present at a glance information some of which is not directly 
Mibited in the books of account. In practice, the bookkeeper would be 
uw to prepare the schedule from his ledger, unless it is concerned with 
uigeting for the future. The candidate, having no ledger to refer to, is 
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in the position of one planning ahead, and is forced to make his ¢ 
calculations from the data supplied, 

It is a simple matter with Furnaces and Ovens to calculate that, as th 
cost is £3,660 and scrap value will be £240, the amount to be written of 
over the prescribed term of 6 years is the difference, namely, £3,42), 
Dividing that figure by 6, we have £570, the amount to be written off ead 
year. *~\pplying the same process to Machinery, the annual charge is found 
to be £740. All that remains is to make up the schedule complying with 
the three requirements in the most concise form possible. 

The working which follows is the one prepared by Mr. R. Keith Yorston, 
B.COM., F.1.c.A., for the Commonwealth Institute Students’ Society, New 
South Wales Division, and it will be seen that it is simple in form, contains 
all the necessary information, and proves‘itself. 

Furnaces and Ovens Machinery 
Cost £3,660 Cost £9,430 
Year Scrap Value £240 Scrap Value £550 
Life 6 Years Life 12 Years 
Annual Accum! Balanceof Annual Accum. Balance 
oe one — —_ a eae mee. 


_.. 2a 570 570 3090 
2nd a 1140 2520 
3rd —— 1710 1950 
4th “7 2280 1380 
5th ae 2850 810 
ee 3420 240 
7th ce se 

8th 

9th 

10th 

11th ee 

12th . 

The abo 
statement form has been selected for its simplicity. In examination pro 
lems, particularly at the final stage, more difficult types of statements ¥ 
be asked for. It well illustrates the method, however, of the departure fro 
account form to a more suitable form of presentation of figures. 

It is not suggested that this is the only form of schedule that would gal 
full marks for the candidate. Answers required in statement or schedulf 
form lend themselves to a greater variety of methods of presentation tha 
do those dealing with the more or less stereotyped account form of answe 
The examiner looks for a statement that will supply certain particular 
but as to the exact form he will have an open mind. It is evident, howevef 
as indicated in the examiners’ report on the question considered in ti 
article, that best results can usually be achieved by setting out the answ# 
in tabular form. 
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ost Accounting and Budgetary Control. By M. V. Anderson, B.com., 
F.I.C.A., F.C.A.A. 
as thygotatistical Methods as Applied to Accounting Reports. By A. A. Fitz- 
gerald, B.COM., F.I.C.A., F.A.LS. 
Trends in Auditing Procedure. By R. A. Irish, F.c.a. (AUST.). 
Taxation Amendments Since September, 1939. By H. R. Irving, F.c.a. 
(AUST.), A.C.1.S. (ENG.). 
ompany Law and Secretarial Practice. By R. Keith Yorston, B.com., 
F.C.A. (AUST.). 
The pamphlets of the refresher course for ex-service accountants capably 
lfl that function. They will also be of value to students in their transition 
fom bookkeeping to accountancy and to those qualified members whose 
juties tend to specialisation and who desire to keep their general account- 
ng knowledge up to date. 
Although it is evident that each author has had freedom to treat his 
pibject in his own way, running through the whole series is consistent 
dexpression of the newer conception of accountancy, more critical of the 
raditional tenets and conventions than previously, conscious to a higher 
legree of the social function of the accountant, and applying the yardstick 
iM effectiveness to every accounting function. : 
In addition to outlining practical changes in the various fields, the 
wthors express in digested form the opinion of leaders in accounting 
hought, both here and overseas. 
The pamphlets reflect the pressure applied to accounting methods on 
he one side from intensified demands for accounting service and new and 
mgent requirements of the war effort, and on the other by dwindling staff. 
t pressure still persists, and from the “squeeze,” increased mechanisation 
ud more direct methods have resulted. 
Accounting Principles opens with an analysis of the basic conventions 
ind doctrines of accountancy, and proceeds, largely through the medium 
the pronouncements of the Institute of Chartered Accountants of Eng- 
nd and Wales, to point out the need for logic, intelligibility and concise- 
ss in the form and content of reports. A quoted passage in the con- 
sion illustrates the theme: “The publication of frank, full and proper 
founts is needed in order to disclose the position so that anyone with a 
wdicum of grounding in accounts can grasp the facts.” 
This leads logically to Classification of Accounts and Planned Account- 
y Systems, which discusses the application of the principles to the 
hunt structure. Those who may find the opening chapters a little 
fious will be compensated by the detailed charts of classified accounts 
hich occupy a large portion of the volume. The debt of accountancy to 
librarian is apparent. 
Financial and Operating Statements as an Aid to Management is a 
adable and essentially practical contribution. Budgeting and standard 
reports are adequately handled, the treatment of reports of labour 
ation and efficiency being an interesting feature. The emphasis on 
advisability of discovering the purpose for which reports are required, 
ito what degree they are used, is timely. 
American observers forecast that the post-war years will see an exten- 
hm of the vertical and horizontal integration of business units. Probably 
same trend will occur here. The inclusion in this series of a volume 
Accounts of Holding Companies is therefore welcome. This pamphlet, 
ssing the social responsibility of the consolidating accountant to the 
spective investor, deals with the principles of consolidation, and their 
tical application is shown in several fully worked examples, which 
tribute to the understanding of a difficult subject. 
echanisation accelerated during war years, and there is every indica- 
bthat it will continue to increase. Mechanised Accounting deals with 
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the danger of unsystematic mechanisation as well as with the econom 
possible. The booklet contains many examples of the use of office machingilfe 
to perform multiple functions in a single operation, and is fully illustratliiiin 
with mechanical accounting records, but the underlined theme is that qiib 
ensure full results from mechanisation, the system must be adapted to thalian 
capabilities of the machine, and not vice versa. 
Trends in Auditing Procedure offers a quick revision of the details dm’ 
audit programmes, and also stresses the increased need for investigatiggitat 
into stock valuation and the treatment of taxation in accounts. A fullien 
section of legal decisions affecting the duties and liabilities of auditors ifihan 
included, and the final chapter on the organisation of the auditor’s ofall 
will prove of value. her 
Taxation Amendments since September, 1939, probably represents thllinco, 
greatest hurdle to the returning servicemen. The author accomplishes thie ; 
task of expressing legal phraseology in readable but precise English. bons 
volume is also cross-indexed for rapid reference from paragraphs of thilpns; 
text to sections of the Act. However, the survey of this field of accoumtihion 
tancy will, in most cases, only increase the doubt in the mind of the ealibgng 
serviceman as to his wisdom in ever leaving the services. An 
Cost Accounting and Budgetary Control has a wide field to survey al, ay 
covers the ground simply and clearly. The section on allocation of ove 
head contains provoking discussions as to the adequacy of accepted method, 
The overshadowing of distribution costs by manufacturing costs is admitted. 
by the author, but an outline is given. ~ 
A most detailed volume on Statistical Methods as Applied to Account. | 
Reports presupposes no knowledge on the part of the reader. The te wi 
glides smoothly from percentage accounting reports, with which m 
readers will have some acquaintance, to the more complex mathematg 
of statistical method. Interspersed examples show the practicable appl 
cation of theory. Two statistical devices will attract the interest of ma 
—the semi-logarithmic graph enabling comparison of ratios (fortunatg , 
special paper can eliminate the mathematical work) and the study a 
trends as an aid to forecasting. Merc 
Company Law and Secretarial Practice is packed with valuable refereagbutter 
material. Twenty pages of schedules cover stamp duties, company regal This 
tration costs, filing fees, and stock exchange listing requirements. Amemiindid, 
ments to Companies Acts in all States are detailed, and a selection of legiiastra}; 
decisions since 1939, together with a comprehensive survey of secretalilieylq }, 
duties and trends, are contained. the s 
The final volume, Analysis and Interpretation of Financial and Op@t: maq 
ing Statements, is to be published shortly. d and 
Despite some overlapping, the only criticism that can be levelled at Give, 
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scope of the series is the omission of some detailed information on piiy th. 
control, the various methods adopted by the Department, and an indi@yn4i, 
tion of the “blanket orders” still operative. K. OLVEtE The a; 


Principles of Income Taxation, by J. P. Hannan, tx.8. (Published Hee, 
The Law Book Co. of Australasia Ltd.) Pp. xxxii + 505. Pragewards 
50/-, plus postage. ned th 


The task which Mr. J. P. Hannan sets himself is to deduce froma sag 
law a consistent body of legal principles in relation to income taxallj y,,, : 
Such success does he achieve that, in my opinion, Hannan’s Prinaj oh 
of Income Taxation will gain an overseas, no less than an Australy, 4 
reputation which will bring honour to its author and respect to Rose 
country. A barrister and solicitor of the Supreme Court of Victof ord; 
and fifteen years a member of the Commonwealth Taxation Board} sult ” 
Review, the author has brought to his task an experience in taxél a 
law which few men can have had. This intimate and habitual famili - 
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‘cal th his subject has enabled him to put his knowledge into systematic 
iniorm and so reduce the complexities of income taxation to principles. 
in doing this, Hannan shows that he has, too, a useful way of thinking 
bout intricate problems of taxation. These qualities and a felicitous 
bad lucid style of writing lift his Principles into the very first rank of 
orks on income taxation. 
The book is not a text-book — it is more. It does not deal with special 
igatiggyptatutory provisions which are but amplifications of and exceptions from 
A fulfeneral principles; yet it will be often found that fhe special provisions 
itors @annot be fully understood until the underlying principles which those 
's ofamprovisions seek to modify, elaborate or exclude, are perceived and 
hemselves understood. From a discussion of the ordinary concepts of 
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nts tlincome as reward for personal services or return from invested capital, 
shes thhe author proceeds to point out things that are not income, and then to 
sh. nsider the nature of many kinds of receipts. His examination of what 
s of tionstitutes the carrying-on of business flows into the problems of realiza- 


accoulimmion transactions and at every step the author critically tests each case 
the etfonsidered and reduces his conclusions to a series of propositions. 

An incisive discussion of the compensation cases leads to a brilliant 
‘vey alBssay on capitalization as a test for determining the character of par- 
of Ovicular receipts and outgoings. It is on!y at this point in reading the 
methoiii&ork that one begins to appreciate its form and design and the expert 
admittt#rftsmanship that has gone into its making. Part II is devoted to 
mamination of what are allowable deductions — the costs of producing 
come. Here the method is to deduce and state principles and to follow 
) with demonstration of how those principles apply in relation to 
icular outgoings. 

No lawyer, accountant or business executive interested in income 
zation should be without a copy of Hannan’s Principles. In its 500 
ges, nearly 1,000 cases are cited, and from those cases are deduced 
principles of income taxation. —R. E. O’NEILL. 

























Mercantile Law in Australia. By Clyde Rogers and E. J. Edwards 
referemmmputterworth & Co. (Aust.) Ltd.]. Pp. 547. Price 20/-. 
any te{METhis book is designed by the authors primarily as a text book for 
. Ameiindidates preparing for the commercial law examinations of the various 
mn Of lewtralian Accountancy ‘and Secretarial Institutes. As such it deals, as 
secretaiiiuld be expected, with the usual content of what is generally regarded 
the subject, mercantile or commercial law. In addition, however, there 
d Opée made available some chapters on the law governing mortgages, land- 
d and tenant, executors and trustees, and some appendical notes on 
lied at @itivers, bankruptcy, companies, patents, trade marks and copyright, 
n Of Pi the stock exchange. Explanation is also afforded, by way of an 
an m@@pendix, of some of the more common commercial expressions. 
OLVEtMThe authors are both attached to the staff of the Melbourne Technical 
lished @Pge, Mr. Rogers being senior lecturer in law subjects, and Mr. 
05. Prgevards lecturer in charge of its department of commerce. They have 
ned their teaching experience to good purpose; without doubt, they 
# succeeded in providing a book that should prove very useful to 
class of student for whom it was planned. Topics beyond the ambit 
e taxa” what is, strictly speaking, commercial law, and which come in for 
 Prinfiment in the publication should, as the authors suggest, add further 
Aust™iithe equipment of the accountant seeking success in his practice. 


_ from a 


a terest in the book should not be confined to students in accountancy. 

rf Vie ordinary reader will find the book, from its clear style, easy to 
n - Sult when he seeks elucidation upon some of the points in which 
in tax 





encountered difficulty. ORWELL DE R. FoENANDER, 


| famill The University of Melbourne. 
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Plant and Machinery Control 


By H. JACKSON, A.I.C.A. 












The fixed asset of plant and machinery, being an investment of share 
holders’ funds, calls for some measure of control and recording, in th 
same way as the investments of materials and stock. As is the case with 
other forms of control, that of plant and machinery involves co-operation 
between the accountant and technical executives, and to a certain degree 
with the employees. An efficient system of control will need to take intp 
consideration the factors of layout, purchase and installation, depreciation, 
repairs, maintenance and running costs and adequate records of costs 
together with budgets of expenditure. 

It is for the technical executives to say which type of machine must ke 
installed, and it is their responsibility to safeguard the working efficiency 
of the plant. The accountant is directly concerned with the “economic" 
efficiency of the machinery, and the costs of maintaining it, at the required 
standard, for full production. 

Layout of Machinery: Layout is the determination of the permanent of 
temporary position of each item of machinery, and is the responsibility§ 
in most cases, of the technical executives and engineers. In the case of 
a new business a great deal will depend upon whether the company is to 
build its own premises, or rent or purchase existing buildings. If the 





































former, the structure can be designed to suit the production of the com§ wy 
pany, and allowance made, from the beginning, for the layout of the plan et 
and machinery. Where a company purchases or rents existing buildings st 
the efficiency of layout will often depend upon whatever alterations af it: 
additions can be carried out. an 
Obviously, the aim should be to devise the best possible layout of plant m, 
and machinery that is permitted by the circumstances of each case. Tha 
better the layout the higher the efficiency of production. Broadly speaking tio 
the objects of a planned layout are to— acc 
1. Promote speed and ease of handling of all materials. ‘8 pu 
2. Provide convenience of machines to workmen and production centres py; 
3. Prevent wastage of space and time. or 
4. Prevent, as far as. possible, the dislocation of production by I 
breakdown of any machine. oth 
5. Provide for an even flow of materials into production, and sho 
handling and storage of finished products. inct 
In planning the layout of machinery-it may be advisable to make som@™ of ; 
allowance for increased production, and the installation pf extra machines 
This, of course, will depend entirely upon the available space. 
Consideration must be given, inter alia, to the following factors: 
1. The type of product and the estimated production. 
2. The bulk and type of material to be used. v 
3. The size, number and type of machine to be installed. carr 
4. The number of machines to be attended to by each workman. mate 
5. The installation of power points and adequate lighting. done 
6. Safety margins for the workmen, such as machine guards, 3 do y 
adequate room for movement of workmen and hand trucks, etc. 9 the r 
7. The local regulations governing factories and shops; e.g., Factorie In 
and Shops Act (N.S.W.). tion 
Where the factory will consist of various departments or process may 
each department or process must be considered in its relation to the other Iot "t, 
and the efficient flow of production. F Busi) 
Dohr and Inghram, in Cost Accounting, give the following classific budge 





tion of manufacturing enterprises, with reference to plant and machine 
layout: 
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Simple sequence manufacturing operations, in which the entire 
product passes along a single line of operating departments. A 
flour mill illustrates this type of industry. 

Double sequence manufacturing operations, in which two basic 
raw materials pass through separate lines of operating departments 
to be finally united in the finished product. The manufacture of 
cement, combining coal and limestone, illustrates this situation. 
Assembly sequence, in which the various raw materials go through 
separate operating departments to be finally united in an assembly 
department. The automobile industry illustrates this class of enter- 
prise. 

Elaborate sequence, in which a single raw material is broken up 
into a variety of products. The meat-packing industry illustrates 
this type of enterprise.” 


Purchase and Installation: The method of acquiring any machinery will 
be either one of the following: 
Cash payment in full. 
Purchase on terms. 
Hire-purchase agreement. 
Lease. 
5. Own construction. 

The cost of the machinery, in the case of purchase from outside suppliers, 
will be the purchase price, plus freight, insurance, duty, handling charges, 
etc., and the cost of labour and materials expended in the process of in- 
stalling the machine. Where the machinery is constructed by the company 
itself, the cost will comprise the wages and materials actually used plus 
an amount of manufacturing expense, apportioned on one of the usual 
methods. 

The responsibility for the purchase of machinery, or the issue of instruc- 
tions for the construction to be undertaken by the company, will vary 
according to the internal organisation of each concern. The move to 
purchase or construct will be the result of the immediate needs of the 
business as they arise, or a planned programme of purchase, construction 
or replacement, that has been evolved to cover a specified period. 

Before deciding upon the purchase and installation of new machinery, 
other than necessary replacements to maintain production, consideration 
should be given to the amount of the capital investment to be actually 
incurred, and the estimated future costs in respect of that particular item 
of plant, as follows: 

1. Cost of purchase, including installation. 

2. Cost of erecting necessary accessories such as feed racks, bins, etc. 
3. Estimated running expenses, including inspection and maintenance. 
4, Estimated costs of spare parts and replacements. 

Where the machinery is to be purchased to perform work previously 
carried out by outside contractors and suppliers, the above costs and esti- 
mates should be compared with the cost to the company of having the work 
done outside, and the amount of work the machine will be called upon to 
do when installed. It may not be economical for the company to instal 
the machine, having regard to the outlay. 

In a planned programme of plant and machinery purchase, the prepara- 
tion of a budget will be necessary. This will cover a specified period, which 
may not necessarily be the same as other budgets. The budget can do a 
lot to prevent over-capitalisation of plant and machinery. W. Scott, in 
Business Budgeting and Budgetary Control, gives the objects of this 
budget as: 

1. To.prevent over-expansion. 
2. To make proper financial provision. 
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3. The preservation of proper relationships . . . between retirements, 
replacements, maintenance and depreciation. 

Each order placed for the supply of plant and machinery should be 
supported by an official order form of the company, one copy to be given 
to the accounts department, to Support the invoices received. In a small 
concern using few machines, the investment in plant and machinery may 
be shown in the one account. However, in the larger companies involving 
numerous items of machinery, it may be considered advisable to record 
the investment in several accounts, with a further subdivision according to 
branches or factories. 

When machinery is purchased and it is necessary for the company to 
expend labour and materials on its installation, a Plant Installation Order 
should be issued giving details of the installation, and allowing for the 
recording of labour and materials. The labour and materials would be 
debited from the pay-roll dissection Journal and the materials issued 
Journal respectively, to Plant Installation A/c. Details would be entered 
on the Plant Installation Order from the time sheets and requisitions, and 
when the job has been completed the total cost transferred from Plant 
Installation A/c to the debit of Plant and Machinery A/c. This will close 
the Plant Installation A/c, unless other installation jobs are in hand. 

Replacement and Maintenance: The object of replacements is to increase 
production, or to maintain existing volumes of production at lower costs, 
Replacement should do away with excessive repairs, and result in lower 
maintenance charges, for it replaces old and obsolete machinery with new. 

Replacement may be carried out only when the occasion arises, or in 
accordance with a planned programme. Whenever possible it is advisable 
to adopt the latter method, as there is less possibility of a serious loss of 
production, or dislocation, occasioned by the sudden breakdown of an old 
machine, for the reason that the replacement is scaled gradually over the 
entire plant, and does not wait until something goes wrong. The pro- 
gramme should be given careful consideration before it is finalized, and 
it should not be too rigid. For example, it may not be sound policy, in all 
cases, to scrap machinery, which still has useful and efficient life, simply 
because the time limit is up, and its turn has arrived on the replacement 
programme. In other words, replacement should always be warranted; 
the installation of new machinery can only be justified if it results in an 
increase of production efficiency, or an adequate reduction in maintenance 
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costs. , 
Whatever the policy of replacement may be, it is obviously necessary to . 
consider certain aspects relative to the continued use of the old machine, 1 
in comparison with the proposed replacement. Alford and Bangs, in the upo 
Production Handbook, list these as follows: an 
Technical Factors issu 
1. Is the present equipment worn out? user 
2. Is it obsolete? I 
3. Is it inadequate from the standpoint of: brea 
(a) Range or size of work This 
(b) Speed of operation 1. 
(c) Accuracy or degree of fineness of work 
(d) Strength or rigidity for heavier operations 
(e) Rate of output 2. 
(f{) Insufficient power? 
4. Has it been made unsuitable by other changes in equipment in the 
plant, as, for example, the setting up of a product line of manufac- : 





ture, or the procuring of other machines working to closer tolerances? 
5. Can its operations be more readily done if combined with other 
operations on an automatic machine? 
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Does it lack the controls, special attachments, and safety features of 
newer kinds of equipment? 
Will a new machine do not only the present work but also other 
kinds of work which the present machine cannot handle? 
Will a new machine replace hand operations or bench work? 
Will a new machine have special advantages from the standpoint of: 
(a) Ease of set-up 
(b) Convenience of operation 
(c) Safety, such as guards, stop buttons, etc. 
(d) Reliability in performance? 
Factors 
Is the cost of keeping present equipment in repair too high? 
Will the cost of changing or remodelling it for new work be too great? 
Will spoiled work be reduced by the greater accuracy of new equip- 
ment ? 
Will greater output, or a faster rate of production, be obtained ? 
Will one new machine do the work of two or more existing machines 
of the same kind? 
Can machine operatives be substftuted for skilled craftsmen, thus 
lowering labour costs by the change? 
If several machines are to be replaced, can one operative tend two 
or more of the new machines? 
Will the maintenance cost of the new equipment be less than that 
of the old? 
Will new equipment save manufacturing space? 
Will it be conducive to better work and higher output by the worker ? 
Will it smooth out the production curve? 
Will it provide the basis for better service to the customer? 
Will the product for which the machine is to be procured continue 
to be made for a considerable time, and, if it should later be dropped, 
will the machine fit into other work? 
How soon must the machine pay for itself to justify its purchase, 
especially if products may change? 
How many years of effective service may be expected from the 
machine ? 
How will the costs of operating the new equipment be charged to 
the product? 
Are funds available for the purchase of the equipment or can the 
investment be speedily financed ? 


The responsibility for issuing the order for replacement will depend 
upon the internal organization of each individual company. If the company 
carries out its own construction a Plant Construction Order should be 
issued. The total cost of the replacement will be the labour and materials 
used, plus expense allocated on one of the usual methods. 

In order to keep the machines in efficient working order, and to prevent 
breakdowns, it will be necessary in most cases to carry out maintenance. 
This can be divided into certain functions as follows: 


l. 


Inspection. This should be done at regular intervals, such as daily, 
weekly or monthly, etc., depending upon the type of machine and 
the work it performs. 


2. Repair Work. This arises as a result of the inspection, and is usually 


the responsibility of the engineer, when it can be carried out by the 
company itself. In some circumstances it may be necessary to call 
in outside engineers to carry out the repairs. 

Routine Maintenance. This is carried out at regular intervals as 
determined, and consists of cleaning, lubricating, refuelling and stan- 
dard adjustments, etc. Certain employees would be detailed to carry 
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out this regular work, or it may be the responsibility of the engineer- 
ing or maintenance staff. 

When it is necessary to carry out repair work as the result of an inspec- 
tion, a Plant Repair Order should be issued as a special job, and all labour 
and materials charged. Inspection and routine maintenance labour costs 
can be covered by standing job numbers. The costs of repairs and main- 
tenance should be charged to a separate account or group of accounts, 
Repairs referred to above are those necessary to maintain the efficiency 
of the machine and prevent serious breakdown. If extensive repairs, which 
increase the efficiency and production capacity of the machine, are carried 
out it may be advisable to capitalise the cost. 

Manufacturing expense includes the cost of repairs and maintenance, 
light and power and other machine operating expenses, such as fuel, oil and 
lubricants. Manufacturing expense will be charged to production by one 
of the usual methods. 

Loose Tools: These include all loose tools, tool kits, permanent tools, 
dies and jigs, etc., that have some definite life with correct usage, and are 
not subject to easy breakage. Individually they are usually of small value 
compared with the expensive items of machinery, but in the aggregate 
they may amount to a considerable sum. Some measure of tool control 
is necessary and this involves storage, recording and correct issue. 

Adequate storage should be arranged in planning the layout of the 
factory, and this may be in a separate tool room or a section of the general 
store. 

An efficient system of issuing tools to employees must be adopted. What- 
ever method may be adopted, the aim should be to have the right tools, 
in the right hands at the right time, with as little delay as possible. Some 
of the usual methods adopted are: 

1. The issue of a personal tool kit to each employee which he retains 
whilst in the employment of the company. He signs for the kit when 
it is issued to him, and is under obligation to return all that he signed 
for, although some allowance must be made for breakage. 
Employees draw tools from the store as required. This method may 
occasion lost time, and a certain amount of disorganisation when 
several employees arrive at the store together. 

Tools sent to employees or production centres as required. This 
method involves a great deal of planning and detail, and in the event 
of mistake may cause serious disruption. 

The investment in loose tools should be recorded in separate accounts, 
and subsidiary records can be kept by the storeman or person in charge 
of the tool room. At the close of the financial year loose tools should be 
revalued, and the difference between the revaluation and the opening 
balance written off against the production for the year as an expense. 

Depreciation: Depreciation is the diminution in value caused by one of 
the following factors, or a combination of two or more: 

Ordinary wear and tear through correct and regular usage. 

Obsolescence, or the effluxion of time. 

3. Misuse or rough and inefficient handling. 
4. Inability to obtain adequate supplies of replacement parts. 
5. The effect of the weather. 

6. Accidental damage. 

When machinery is installed it will be necessary to make an estimate of 
its useful life and the scrap value, if any, in order to determine the depre- 
ciation that must be written off, and the annual amount. The rate o 
depreciation decided upon should be compared with the rate allowed by 
the income tax authorities, as any difference will mean adjustments for 
the purpose of income tax returns. 
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The following methods are used for the provision of depreciation: 
Straight-line Method: A fixed amount each year is written off against 
costs. 

Reducing Balance Method: The amount written off decreases each 
year, being calculated on the reduced balance of the asset. 

The Production Method: The amount written off depends upon the 
units produced each year. 

Revaluation Method: The assets are revalued at the end of each 
financial year. The difference between the opening and closing values 
is the amount of depreciation written off. This method is often used 
for loose tools. 

Each method has certain advantages and disadvantages, and the circum- 
stances surrounding each individual case should be carefully considered 
before arriving at a decision. 

Plant and Machinery Records: Apart from the asset accounts to record 
the investment, subsidiary records of each item of machinery will be neces- 
sary. A Plant Ledger should be kept and an account opened for each item 
—the ledger may be in the form of a bound book, or kept on the loose-leaf 
or card system. In a large concern plant records may be classified accord- 
ing to the type of machine or location. The balances shown in the plant 
records should be reconciled with the financial books. 

The advantages of keeping plant records are: 

1. Details of each item of equipment are given, showing cost, purchase 

date, etc. 

2. It is possible at any time to ascertain the value of any individual item. 

3. Figures are available in the event of fire, theft or loss, etc. 

4. Costs of repairs and other expenditure are shown, thus enabling easy 
reference. 

On the previous page is given a simple form of plant ledger. More 

comprehensive rulings may be devised, to show additional information. 

All plant and machinery should be adequately covered by insurance, 
‘details of the policies being shown in the insurance register. The policies 
should be kept in safe custody, and care taken to see that they automatically 
come up for renewal on their expiry dates. The insurance companies 
usually send a notice of renewal. Where necessary the amount of the policy 
should be increased to cover any increase in the value of the plant and 


machinery. 





Learning to be Watchful 
By JoAN ToMKINSON, A.LC.A., A.A.LS., A.C.A.A. 


The ratio of persons, who have at some time been faced with a test 
by examination, averages such a large percentage to the general popula- 
tion, that the problems of this means of qualifying for various require- 
ments must necessarily form a common and vital interest to most 
people. 

There are, in fact, very few who have not at some stage of their 
progress known the experience of what is generally considered a trying 
ordeal ; and, too, many careers involve a continuous and vigorous exam- 
ining in order to qualify those concerned for modern trends. 

Whether or not the examination system is the best method for estab- 
lishing these qualification records is not the subject to be discussed here, 
but forms a controversial question which might well be left to higher 


authority. 
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The matter in hand is the “catchy” question which, first baffling the 
ary and very youthful student, sends him running home with exas- 
ted and tearful outbursts at the unfairness of “exams.” Similar 

indignation is next aroused in the hearts of his fond parents, and they 
yow that justice must be done. The unfair question, when investigated, 
however, is usually well within the capacity of the distracted offspring 
but, by reason of its unusual presentation or wording, metaphorically 
knocked him off his balance and stunned him into an ignorant daze. 

The fatality, we find in this case, was caused because the student 
did not expect this type of question; because it was unusual, he mis- 
rad or mis-interpreted it, and his alarm at the unknown chased away 
al the knowledge he ever possessed. And throughout all types of 
examinations this weakness of mis-reading or mis-interpreting ques- 
tions is, no doubt, one of the most common causes of failure. 

A poor knowledge of English might largely be blamed for this mis- 
rading or mis-interpretation, for a great many students do not 

r to know the exact meaning of many of the ordinary words of 
their own language. One unfamiliar word or phrase in a sentence can 
frighten them into throwing away the opportunity to read the question 
nd absorb its context; or a lack of concentration makes some students 
lake a sentence at a gulp rather than slowly dissect its meaning clause 
ly clause. If its significance does not unfold at the first glance, then 
it is lost, whereas a careful reading and study of the words as indi- 
dual pieces in a pattern might have revealed the question as a simple 
problem. 

As the student progresses from his early school examination, he is 
next coached for his first public tests such as the Intermediate and 
leaving Certificate Examinations. He sets forth for these armed with 

ings to search anything unusual for some familiarity which will 

eal the question as a simple problem. Always this suspicious outlook! 
ohe acquires the habit of entering an examination room in a state 
earnest striving to remember all the usual pitfalls, his brain struggling 

) preparation for new ones; possibly the dire warning of the French 
tor, that “quand,” meaning “when” at some future time, must be 
followed by the future tense of the verb concerned, still rings in many 
erly ears. 

The examinee perhaps wonders why this getting of knowledge \com- 
iises a long series of calculating enmeshing traps, but, with youthful 
insolation, feels that it is probably crotchety examiners’ antagonism 
merally to child students. He looks forward to the time when, hav- 
lg grown to adulthood, there may be more reasonable tests for him. 

However, with school days over and a career chosen, the periodical 
mamining tests begin again and, once more disillusioned, the student 
ms that he must still be forewarned for unusual questions. He 
malises by now that it must be part of his skill to interpret the question 
well as to present his answer correctly. He learns that life in the 
ad, outer world is one ceaseless pitting of brain against brain, and 
Mould he have chosen the legal profession he finds that his very 
mistence will depend upon this life-long battle of sharpened wits. He 
kkes pleasure then in fathoming an unexpected trend —of seizing an 
Wscure point before his opponent may have recognised it — which will 
haps give him his victory at law. 

In the school of medicine, the student, who formerly rained ven- 
unce on the unexpected question, now perhaps finds his delight in 
search where little is conventionally relied upon and the elusive solution 
Ry come only as a result of attacking what seems the impossible. And 
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doctors will always thrill to the achievement of a correct diagnosis ; 
symptoms which did not follow the usual course. 

Having been strenuously coached for his professional examinatigy 
always with the advice to bring into existence a Suspense Account wh 
figures in the question will not reconcile, the accountant enters his 
with an alertness of mind and a seeking shrewdness towards unbalaneg 
totals and figures in general. Notwithstanding, he has fumed duri 
his apprenticeship at these irregularities (although, strangely enoug 
and speaking from a long practical experience of them, accountam 
examinations rarely include such a dilemma) and declared that 4 
known quantities are not within his ambit, the qualified auditor will 
for discrepancies. 

Although bearing in mind his auditing lessons which included ¢ 
well-known ruling of Lord Justice Lopes in the Kingston Cotton } 
case, which states, “An Auditor is not bound to be a detective or, 
was said, to approach his work with suspicion or with a foregone ca 
clusion that there is something wrong. He is a watch-dog, but not} 
bloodhound !”, he may yet cherish the secret hope of finding somethi 
to break the monotony of a perfect audit. In any case, it is his dg 
to look, and to be aware. 

In the canine world, a watch-dog would not consider himself of 
class if he were not prepared for everything and anything. 

When his days of studying are over and the watch-dog instinct 
firmly instilled in him, the student, who protested adolescently at & 
unexpected, now begins to enjoy the vigilance he must employ in 
work. He becomes keen and alert and finds flavour in this element, 

For relaxation in his leisure hours, you may find him seeking answe 


to the conundrums and “How much do you Know?” problems whi 


appear for his amusement and recreation in the Saturday paper. 
perhaps this examinee, who dreaded answering questions, has beca 
a Quiz candidate! 
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